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ABSTRACT  
 
Due to a favorable policy environment, agricultural cooperatives in Ethiopia are increasing 
across time in terms of number, type, and membership size. There are also encouraging 
developments in terms of the consolidation of cooperative unions (second-tier level of 
organizations), a necessary move to promote service provision, capacity building, and the 
overall development of the cooperative sub-sector in the country.  
 
Surprisingly, however, we still know fairly little about the underlying factors affecting 
cooperative performance and their impact on the well-being of smallholder farmers. The 
empirical evidence about famers’ choices (for example, to whom to sell, or whether or not to 
join a co-op), the determinants and impacts of cooperative performance, and the implications 
of certification schemes on the well-being of farmers all remain scattered, incomplete, 
insufficiently documented, and often contrasting. Seeking to fill this knowledge gap, this 
study aims to investigate whether and how coffee cooperatives play a role in improving the 
well-being of smallholder farmers, taking a sample of coffee cooperatives in Sidama Zone 
(Southern Ethiopia) as a case study.  
 
Primary data was collected using a randomly selected sample of 1,400 coffee farm households 
(700 members and 700 non-members). In order to complement quantitative data with 
qualitative information, informal discussions were also held with various relevant cooperative 
stakeholders such as policy makers, cooperative experts, government officials, and Union 
leaders. We also collected secondary data from organizations participating in the agricultural 
and coffee sub-sectors, research institutes, academics, and statistical offices, among others. To 
conduct the quantitative analysis, various statistical and econometric techniques such as 
ANOVA, principal component analysis, Heckman two stage analysis, ordinary least squares 
and logistic regressions, probit and Tobit regressions, and Propensity Score Matching 
methods were used.  
 
Findings indicate that due to time preferences coffee cooperative members often sell a 
remarkable proportion of their coffee to private buyers, despite the fact that the latter offer a 
lower price (unlike coffee coops, private buyers pay cash on the spot) in the study area. On 
the other hand, non-member coffee farmers often deliver a proportion of their coffee to the 
primary coffee coops through their families and friends, thus free-riding on the services of the 
coops through their social networks. In addition, our study shows that the levels of trust and 
loyalty significantly and positively influence, among other things, the proportion of 
production that is delivered to the co-op (i.e. member patronage). We have also found 
empirical evidence showing that high-performing coffee coops indeed have more positive 
development impacts among their members than low-performing coops, which suggests that 
being member of coffee cooperative alone is not enough to obtain sizeable benefits from 
collective action. We also found that multiple certifications have an additive effect on 
farmers’ economic performance indicators in the study area. Overall, we observed positive 
effects of participation in coffee coops on the economic performance of farmers through an 
increase in the price of coffee and therefore on their net income. The main benefit of 
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collective action takes place through the mechanism of price increase, and not so much 
through productivity gains. Results also reveal that members of high performing coops benefit 
more than members in low performing coffee coops. The study ends by discussing the 
implications of the results for policy design, and by suggesting some further research areas. 
 
Keywords: Cooperative performance, membership, livelihoods, trust, coffee, Ethiopia. 
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CHAPTER 1 INTRODUCTION 
 
1.1.  Background  
 
Ethiopia is the country of origin of coffee Arabica. It is the largest producer of this type of 
coffee in Africa and the third producer in the world, after Brazil and Vietnam (ICO, 2011). 
The livelihoods of approximately one quarter of the population of Ethiopia (about twenty 
million people)— have historically, either directly or indirectly — depended on the coffee 
sector (Petit, 2007; Dagnet, 2005). Small-scale farmers, most of them with less than half a 
hectare of land, account for about 95 per cent of the total coffee production in Ethiopia 
(Gemech and Struthers, 2007). The majorities of coffee farmers are poor, carry out small-
scale operations and lack incentives to be organized. 
 
In order to overcome market constraints and improve the well-being of small-scale coffee 
farmers, the current government of Ethiopian has expressed renewed interest in promoting 
cooperative organizations, despite disappointing previous experience during the former 
socialist regime. Agricultural cooperatives — especially marketing cooperatives — are 
advocated by the Government of Ethiopia in its Agricultural Development Led 
Industrialization Strategy (ADLI), as one of the pillars for rural development and a key 
institution to enhance marketing performance. This is based on the belief that, even though 
agricultural cooperatives are occasionally susceptible to underperformance due to a variety of 
reasons such as unprofessional management, poor governance, inadequate capital base and 
lack of member participation (Bernard and Spielman, 2009), they actually facilitate the 
market integration of the rural poor and thus can contribute to rural poverty alleviation 
(Collion and Rondot, 2001; World Bank, 2003).  
 
Modern cooperatives began to emerge in Ethiopia in the 1950's (Couture et al., 2002; 
Kodama, 2007),during the imperial period, with the objective to support the production of 
high-value agricultural export crops, such as coffee. But at the end of the imperial era (1974), 
only 149 cooperatives existed in the country as a whole, including 94 multipurpose coops, 19 
savings and credit coops, 19 consumer coops and 17 handicraft cooperatives (Bernard et al., 
2010). 
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After the fall of the empire, the Derg regime, which ruled the country from 1974 to 1991, 
issued a new cooperative proclamation, No. 138/1978. During this period, the main objectives 
of establishing cooperatives were to increase production, expand industry, build up the 
socialist economy, and accumulate capital and mobilize human resources to sustain economic 
growth based on socialist principles (Emana, 2009). Cooperative establishment during this 
period was strongly state-driven and membership was not on a voluntary basis. Forced 
formation of cooperatives during the Derg regime constrained the participation of peasant 
farmers (Abebaw and Haile 2013; Kodama, 2007; Ruben and Heras, 2012). The negative 
experience of cooperatives due to excessive government intervention and control lead many 
of them to dissolution after the collapse of the Derg regime in 1991.  
 
A more recent cooperative proclamation by the current government (No. 147/1998), which 
was later amended (No 148/2002), created an enabling policy environment for the 
establishment of all types of cooperatives on a more voluntary basis. Since 1991, various 
forms of cooperatives are emerging in Ethiopia (Kodama, 2007). Coffee Marketing 
Cooperatives are among the most known and the largest marketing cooperatives in the 
country. Currently, there are 10 Coffee Marketing Cooperative Unions, composed of 270 
primary cooperatives and around 275,485 members. Sidama Coffee Farmers Cooperative 
Union (SCFCU), our case study, was established in 2001. The SCFCU comprises 45 primary 
cooperatives, with a total membership of 77,130 coffee producer farmers in the Sidama Zone, 
in the Southern Nations, Nationalities and Peoples Region (SNNPR). Since primary coffee 
cooperatives (or first-tier cooperative organizations) often lack the required human resources 
and logistical capacity to export coffee, unions (or second-tier cooperative organizations) are 
in charge of managing the export business (Kodama, 2007). Normally, coffee export in 
Ethiopia should pass through the Ethiopian Commodity Exchange
1
, which was established in 
April 2008. However, since 2001, cooperatives have been granted permission from the 
Ethiopian government to bypass the coffee auction, opening the way for direct export sales 
(Dempsey, 2006). International coffee buyers can therefore engage in direct trading relations 
with cooperative unions, which allow the establishment of certification schemes.  
 
                                                 
1
 The Ethiopia Commodity Exchange (ECX) is an organized marketplace, where buyers and sellers come 
together to trade, and verify quality, quantity, payment, and delivery. The Exchange is jointly governed by a 
mixed private-public Board of Directors. 
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At the local level, most coffee grower households could choose to sell their coffee either to 
their own coffee cooperative or to formal private buyers, neighboring cooperatives, or 
informal traders (traders without license). As one market outlet option, coffee marketing 
cooperatives offer various advantages to members, such as a better price, economies of scale, 
certification premiums and provision of training (Pascucci et al., 2011). Therefore, members 
are expected to be motivated to sell their produce to their own cooperative, while non 
members are expected to deliver mostly to private coffee merchants.  
 
1.2.  Problem statement 
 
Collective action arises when people collaborate on joint action and shared decisions to 
accomplish an outcome that involves their common interest or improves their well-being 
(Sandler, 1992). Collective action is defined as voluntary actions taken by a group of 
individuals, who invest time and energy to pursue shared objectives (Markelova et al. 2009; 
Marshal, 1998). It requires the involvement of a group of people, a shared interest within the 
group, and some kind of common goal or shared purpose. In any cooperative, members are 
expected to contribute in various ways to achieve the shared goal. 
 
The foundation of modern theory on collective action was laid by Olson (1965) in his seminal 
book the Logic of Collective Action. This approach is frequently used as a framework to 
analyze how to overcome free-riding problems and to find cooperative solutions for the 
management of common resources or the provision of public goods. Collective action could 
be undertaken in rural areas in various organizational forms, such as farmer-based 
organizations (FBOs) and agricultural cooperatives. Collective action is commonly pursued in 
rural areas as a mean to reduce the transaction costs of market and information exchange with 
a large number of smallholders; to strengthen the position of small-scale producers vis-à-vis 
downstream traders; to improve credit recovery from smallholders through peer pressure; to 
empower farmers for advocating external support; to manage open-access or common-pool 
natural resources such as forests, pastures, groundwater basins, and irrigation systems; and to 
facilitate value addition to agricultural production (Shiferaw, et al., 2006). 
 
Irrespective of their exact legal form, collective action organizations can play a key role in 
helping smallholders to address value chain requirements. They can facilitate and leverage 
market linkages for small-scale farmers, improve their bargaining power, and enhance access 
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to market information (Barham and Chitemi, 2008). For instance, cooperative organizations 
enable smallholder farmers to achieve economies of scale that cannot be reached by 
individual producers. In this regard, members of collective action organizations can 
potentially benefit from networking and collaboration, since collective action organizations 
are often linked to larger organizational structures such as a cooperative union or a federation. 
 
In line with the above, in the past two decades the government of Ethiopia has placed strong 
emphasis on collective action through organizing agricultural cooperatives that aim to 
improve coordination among rural smallholders, as advocated in various policy and strategy 
documents (MoFED, 2010/11). Despite growing public interest and expectations, however, 
literature suggests that scholars still know little about the underlying factors affecting 
collective action performance and impacts. The available evidence on the performance of 
collective action and its implications for the well-being of smallholder farmers in Ethiopia 
remains scattered, incomplete, insufficiently documented, and often contrasting (see Bernard 
et al., 2008; Holloway et al., 2000; Nicholson, 1997). With the intention to fill these 
knowledge gaps and to harmonize various perceptions, this study broadly aims to investigate: 
(1) to what extent cooperative organizations help the rural poor? (2) Which type of farmers 
benefit from cooperatives? (3) When and for whom is collective action useful, and (4) 
through which mechanisms do the potential benefits of cooperation emerge? I seek answers to 
these questions by examining and drawing inferences from the coffee marketing cooperatives 
in Sidama zone, located in southern Ethiopia. 
 
1.3.  Small-scale agriculture and rural economic development in Ethiopia  
 
Rural development and agricultural growth represent likely pathways out of poverty and food 
insecurity in Sub-Saharan Africa (SSA), although agriculture is characterized by low 
productivity, limited use of modern inputs, and minimal levels of commercialization among 
small-scale, resource-poor farmers (Bernard et al., 2010; Salifu et al., 2010). In Ethiopia, 
agriculture has been identified as the number one priority for poverty alleviation and 
economic growth, and it is assumed to be an important engine for industrial development in 
the country’s five year Growth and Transformation Plan (GTP) (MoFED, 2010/11). 
Agriculture actually constitutes 46 percent of gross domestic product of the country, 85 
percent of total employment and the main source of livelihood for the majority of the rural 
population (CIA, 2013). Poverty is prevalent in rural areas and the rural economy is largely 
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dependent on agricultural production. Economic growth and poverty alleviation are therefore 
inextricably linked to the performance of the agricultural sector, especially on smallholder 
agriculture.  
 
Agricultural development will not occur without engaging smallholders
2
 who account for the 
overwhelming majority of actors in this sub-sector (Markelova and Mwangi, 2010, Barham 
and Chitemi, 2008). In order to achieve poverty reduction goals and overall economic growth 
objectives, there is a clear need for the government to increase the productivity of 
smallholders through agricultural development. Nonetheless, the problems of small-scale 
farmers cannot be resolved by production-oriented interventions alone, they need to be 
accompanied by policies and programs targeting the whole production-commercialization 
chain. Therefore, enhancing access of the rural poor to agricultural (input and output) markets 
has become a key component of rural development interventions (Fisher and Qaim, 2011). 
 
As in other parts of the developing world, small-scale farmers in Ethiopia typically face 
market failure challenges in the form of high transaction costs, lack of market information, 
high risks, poor infrastructure, and weak financial markets, which significantly reduce their 
incentives for market participation (Poulton et al., 2010; Bernard, et al., 2007; Markelova et 
at., 2009; Francesconi and Heerink, 2010; Wollni and Elisabeth, 2012). These challenges are 
particularly severe in countries like Ethiopia, where the proportion of small-scale farmers 
engaged in subsistence agriculture remains very high (Alemu et al., 2006; Alemu and Pender, 
2007). Therefore, specific mechanisms are required to address the multiple constraints that 
poor and small-scale farmers face when they aim to achieve a higher level of market 
integration (Bernard et al., 2007). One of the mechanisms to overcome market imperfection is 
by organizing smallholder farmers into farmer organizations and effectively linking them to 
markets (Key, et al., 2000; Kruijssen, et al., 2009; Stockbridge, et al., 2003; Markelova and 
Mwangi, 2010). Collective action in the form of cooperative organization is considered as a 
possible institutional solution to overcome high transaction costs and other market 
imperfections (Fischer and Qaim, 2011).   
 
 
                                                 
2
 Smallholders represent the vast majority of Ethiopian farmers: about 37 percent of the farming households in 
the country cultivate less than 0.5 hectares and about 87 percent cultivate even less than 2 hectares. Only 12.8 
percent of farmers own more than 2 hectares of land and 0.9 percent more than 5 hectares (CSA, 2003). 
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Furthermore, it is believed that by working collectively, smallholder farmers may be in a 
better position to reduce transaction costs for their market exchanges, to obtain the necessary 
market information, to be able to access to new technologies, and to tap into high-value 
markets, which would provide them an opportunity for competing with larger farmers and 
agribusinesses (Markelova and Mwangi, 2010). Marketing cooperative organizations can 
assist small-scale farmers by shortening long marketing chains and connecting them directly 
to markets, thus bypassing various marketing intermediaries. The involvement of smallholder 
farmers into markets through collective action can contribute to higher productivity and 
income growth, which in turn might enhance food security, reduce poverty, and promote 
overall economic growth (Markelova and Mwangi, 2010; Fischer and Qaim, 2011).  
 
In Ethiopia, the Cooperative Societies Proclamation No. 147/1998 sets the legal framework 
for cooperatives, including the rights and liabilities of members. It allows the establishment of  
four organizational layers, namely primary, union, league, and federation (Emana, 2009). In 
addition, various other measures, such as establishing cooperative offices at different levels 
and launching education and training programs on cooperatives in a number of universities 
have been taken in order to improve overall effectiveness of cooperatives. Owing to this 
favorable policy environment, cooperatives are increasing in terms of size, type
3
, and number 
of members (Getnet and Anullo, 2012).  
 
Although the Ethiopian economy is growing at twice the rate of the African region, averaging 
10.6 percent GDP growth per year between 2004 and 2011 compared to 5.2 percent in Sub-
Saharan Africa (World Bank, 2012), the agricultural sector is still characterized by low 
productivity, high transaction costs, limited use of modern inputs, and sparse levels of 
commercialization among small-scale, resource-poor farmers. There is a high interest to 
further support the role of cooperatives for overcoming these constraints. 
 
Earlier experiences with cooperatives were decidedly mixed. Some studies (Shepherd, 2007; 
Temu, 2009) have shown that smallholders can achieve through their engagement in 
cooperatives economies of scale to overcome high transaction costs. But other studies report 
the failure of cooperatives, which can be explained in part by the mechanistic approach to 
institutional development that reflected the overall technocratic view on development in the 
                                                 
3
 In Ethiopia cooperatives are either single-purpose, multi-purpose or specialized organizations. 
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1970s (Ostrom et al., 1993). Therefore, there is a need to better understand the opportunities 
and constraints of cooperatives by investigating both internal (organizational) and external 
(supply chain) factors influencing the performance and final impacts of Ethiopian marketing 
cooperatives on smallholder welfare. 
 
1.4.  Conceptual framework  
 
Based on a comprehensive literature review, we put forward propositions suggesting that 
individual and cooperative level performance variables/indicators generally have an influence 
on cooperative performance. This research aims to investigate the individual farmer level and 
cooperative level factors that have an effect on coffee cooperative performance and impact on 
member coffee farmers’ livelihood in the study area. Figure 1.1 shows the relationships 
between the different research components. It conceptualizes collective action following 
performance approach. Two different pathways for influencing cooperative performance are 
highlighted: (a) individual farmer level factors (i.e. motives for membership, selling 
decisions, and member trust), and (b) cooperative level factor (options for certification). This 
framework intends to provide insight into the processes through which individual 
characteristics (affiliation to membership), outlet choice decision, member trust, and 
cooperative level factors (i.e. certification) could affect coffee cooperative performance 
outcomes.  
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Figure 1.1 Conceptual framework for the research.  
 
These key variables are hypothesized to influence the extent of collective action market 
performance observed in the cooperatives. Moreover, it needs to be acknowledged that the 
improved performance of cooperatives can lead to livelihood improvements of member coffee 
grower farmers. 
 
In the literature, the complexity of collective action relationships has long been recognized. 
The three important contributors to this complexity are: the high number of variables 
affecting collective action, the possible feedback relationships among many variables, and the 
adaptive nature of both collective action and its object (Agrawal 2002). To conduct sound 
research on collective action, clearly defining concepts, inputs, outcomes, decisions, actions, 
proxy variables, explanatory variables, and the process of implementing collective action is 
therefore of key importance. Especially where social capital is taken to be determining 
variable, definitions within each of these categories are often clear.  
 
Especially with regard to the process of collective action, a number of factors influence 
organizations, which in turn influence the  behavior of the constituting individuals. However, 
neither the organization nor the collective action itself is the ultimate objective: in this case 
performance outcomes are important as well. Even this is not the end of the analysis, 
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however, because in a dynamic setting feedback loops and movements of variables are likely 
to be equally important, indicating endogenous relationships among several variables of 
interest.  
 
Since in the performance of collective action conditions can rapidly change, is important to 
consider the endogenous factors and multiple feedbacks when determining how to 
conceptualize the linkages, define researchable questions, and collect the necessary data. This 
is the more so because we usually rely on proxy variables to understand the interaction 
patterns of performance. Failure to capture the complex nature of these relationships can 
easily lead to misleading or biased results. 
 
Although the external environment for cooperative sector development is favorable in 
Ethiopia both in terms of policy support and the provision of manpower, there are 
considerable constraints that need to be addressed for making cooperatives viable and 
competitive enterprises in the market. Some of the most important challenges to cooperatives 
include the lack of capacity to provide competent managerial services, the limited 
participation of members in decision-making and controlling activities (also because of their 
limited capacities and skills), the scarcity of finance, and the lack of basic infrastructure and 
market information against the needs for better linkages of agricultural cooperatives to 
markets (Kodama, 2007; Bernard and Spielman, 2009). 
 
To improve the impacts on members’ livelihoods, successful and effective performance of 
collective action is a necessary condition. Effective collective action requires specific 
enabling conditions. Markelova and Mwangi (2010) identify three broad categories of factors 
that are important for effectiveness and sustainability of collective marketing for 
smallholders: (a) resource characteristics (boundaries, size); (b) group characteristics (shared 
norms, level of social capital, endowment heterogeneity); and (c) institutional arrangements 
(access and management rules, enforcement mechanisms, accountability structures). In a 
similar vein, the seminal study by Putterman (2007) on extrinsic versus intrinsic problems of 
agricultural cooperation identified bureaucratic controls and extractive external environments 
as key factors inhibiting successful collective farming. Bijman (2007) and Valentinov (2004) 
argue that both external factors (such as scarce adaptation to market demands) and internal 
factors (such as opportunistic behavior of members and conflicts of interest) affect the 
performance of cooperative economic organizations and its social cohesion.  
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On the basis of this analytical framework, our study uses a multi-level analysis (household, 
cooperative level analysis). After a description of the individual and cooperative level factors 
affecting coffee cooperative organizations; it evaluates the impact of coffee cooperatives on 
member farmers’ livelihoods and identifies key variables for improving the role of coffee 
cooperative marketing organization.  
 
Farmers have different motives for joining cooperatives. Theoretically, both economic and 
non-economic motivations may influence farmers’ decisions to become member (Jones and 
Panu., 2009; Hakelius, 1996). We aim to disentangle these motivations. Despite strong 
government support and public encouragement, as well as efforts undertaken by the 
cooperatives themselves to attract members through better prices, payment of dividends, 
provision of essential goods, and transportation services, not all coffee-growing farmers have 
joined them in the study area. Where coffee cooperatives do exist, only about 25% of the local 
coffee farmers are, in fact, members. Reasons for remaining non-affiliated are identified and 
discussed.  
 
Formal membership is, however, not the only issue of concern. Even members may not make 
full use of the services potentially provided by their cooperatives. For instance, side selling by 
members poses a serious threat to the viability of cooperatives, since services provided to 
members have to be financed through collective sales (Wollni and Elisabeth, 2012). We 
therefore analyzed in more detail market outlet choice decisions amongst coffee farmers and 
the degree of loyalty to the cooperative. Coffee marketing cooperatives can offer several 
advantages to member farmers, such as better price, economies of scale, certification 
premiums, access to technologies, better bargaining power, and provision of various types of 
trainings. Therefore, coffee cooperative members are expected to sell their produce to their 
own cooperatives. However, this is not always the case. Cooperative members often sell a 
remarkable proportion of their coffee harvest to private buyers, despite the fact that these 
private buyers offer a lower price. On the other hand, non-member coffee farmers often 
deliver a proportion of their production to the primary coffee coops, thus free-riding by using 
their family relationship networks. The reasons for and implications of these types of selling 
decisions need to be better understood. 
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Trust is generally considered as another key internal factor that affects co-operation and it acts 
like a lubricant that makes any organization run more effectively (Fukuyama, 1995). Trust 
increases performance by enhancing commitment and fostering a closer bonding between 
individuals and the organization. It also plays a key role in overcoming collective action 
constraints through producing positive effects on attitudes, perceptions, behaviors, and 
performance outcomes within different organizational settings (Dirks and Ferrin, 2001; 
Hansen et al., 2002).  
 
In recent years, in spite of rising coffee prices (MoARD, 2008), farmers’ coffee 
cooperatives have experienced a gradual decline in economic returns and occasionally a 
reduction in member trust, particularly in low-performing coffee cooperatives (Ruben and 
Heras, 2012). This might be due to prevailing deficiencies in internal organization resulting 
from earlier top-down leadership that still seriously hinder autonomous collective action and 
constrain pro-active attitudes towards cooperative innovation (Francesconi, 2009). According 
to field observations, members' trust is low, particularly in poor-performing coffee 
cooperatives. However, the effects of members’ trust on individual economic decision-
making are still insufficiently understood. 
 
As the cooperative movement in Ethiopia becomes larger, obtaining empirical evidence and 
more insights about the effects of cooperative membership becomes relevant for governments, 
cooperative leaders, policy makers, and development practitioners. While some earlier studies 
report a positive contribution of marketing cooperatives to the livelihood of small-scale 
farmers (Holloway et al., 2000; Francesconi and Ruben, 2007; Wollni and Zeller, 2007; Roy 
and Thorat, 2008; Narrod et al., 2009; Fischer and Qaim, 2011; Getnet and Anullo, 2012), 
others studies (such as Bernard et al., 2008; Markelova et al., 2009; Poulton et al. 2011) have 
found less clear benefits associated with being a member of an agricultural cooperative. 
Therefore, there is a need to better understand when and for whom collective action might be 
useful, and through which contractual mechanisms the potential benefits of cooperatives are 
likely to emerge. 
 
The principal idea of certification is to provide small-scale coffee farmers new opportunities 
to improve their well-being by gaining access to markets that allow them to generate higher 
and more stable cash income from coffee sales. Earlier empirical studies (Milford, 2004; 
Ronchi, 2002; Philpott et al, 2007; Dorr, 2009; Fort and Ruben, 2009) have shown that 
209395-L-bw-Woubie
12 
 
certification may improve returns to smallholder coffee farmers through improved co-op 
performance. Other studies (Valkila, 2009; Valkila and Nygreen 2009; Jena, 2012) have 
indicated that the increase of income due to certification is at best modest. Taking 
certification as external factor, this study investigates the impacts of (multiple) coffee 
certifications on member farmer’s well-being in the study area. 
 
Despite recent expansion of coffee cooperative certifications and the importance of 
certification for the improvements of livelihoods of small-scale coffee farmers, there is still a 
paucity of empirical studies evaluating the impacts of certifications in general, and the role of 
double and triple certifications in particular on small-scale coffee farmers’ livelihoods. Most 
earlier studies have focused on the effect of single certification (particularly Fair Trade labels) 
on the livelihoods of farmers. To the best of my knowledge, there is no earlier study 
conducted on the effects of multiple (double and triple) certifications on participating coffee 
farmers’ production and well-being. By comparing different categories of certification, I am 
able to provide some new insights into the role of multiple certifications. 
 
1.5.  Research Questions 
 
This study broadly aims to improve the understanding of the role played by coffee marketing 
cooperative organizations in linking smallholder coffee farmers to emerging supply chains 
and exchange networks. This thesis addresses the following four main research questions:  
 
1. What are the main factors that influence cooperative membership?  
2. What are the determinants of coffee farmer’s market outlet choice decision? 
3. What are the impacts of cooperative membership on the economic performance of coffee 
farmers? How do trust and loyalty influence productive decisions? 
4. What are the effects of multiple certifications on member’s livelihood? 
 
The scope of this study is to enhance our insights into the role played by coffee marketing 
cooperatives in the livelihood strategies of coffee farmers in the study area. In this study, 
impact is defined as the systematic analysis of lasting or significant changes — positive or 
negative, intended or un-intended — on peoples’ lives by a given action or series of actions 
(Roche, 1999). Therefore, impact is assessed by analyzing the degree to which an intervention 
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has led to change in the lives of those who it is intended to benefit, usually comparing these 
registered outcomes with counterfactual evidence.  
 
1.6.  Data collection and research methods 
 
Household survey data were collected from small-scale coffee grower farmers through a face-
to-face interview. The survey was conducted from June 2010 to January 2011 in five districts 
(Dale, Wonsho, Shebedino, Alta Wondo, and Aleta Chuko) of the Sidama Zone (see figure 
1.2), one of the main coffee producing areas of Ethiopia. More specifically, the study area is 
located 320 km south from the capital, Addis Ababa. The survey was conducted by the author 
and with 4 field assistants. 
 
Sidama Coffee Farmers Cooperative Union (SCFCU) is formed by 45 primary coffee 
marketing cooperatives. Sidama Union is one of the 10 marketing cooperative unions 
established in Ethiopia to export coffee on the behalf of smallholder coffee farmers. We 
purposively selected 10 primary coffee cooperatives belonging to SCFCU, all located in the 
same agro-ecological area, but with diverse socio-economic performance. Five of them are 
considered as high-performing and five are low-performing, according to our indicator of 
coffee cooperative performance. This indicator is developed based on the cooperatives' 
average net profit during three consecutive years. We calculated performance using 
administrative data from local cooperative offices (to which primary cooperatives report their 
accounts regularly). 
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Figure 1.2 Map of study areas and field locations 
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Both member and non-member coffee farmers of selected primary coffee cooperatives were 
included as target population of our research. The members’ sample was drawn randomly 
from the registration lists of the selected cooperatives. Similarly, non-members farmers were 
selected randomly using the list of coffee farmers gathered by the rural district offices in the 
area where we conducted the research. To design our overall sample, we followed a multi-
stage and stratified random sampling method. The resulting sample includes 1,400 coffee 
farm households (700 members and 700 non-members). Similar instruments (structured 
questionnaires) were used for members and non-members separately.  
 
The survey covered a large number of issues, including socioeconomic characteristics of 
surveyed households, household income, marketing channels, reasons of joining coops, types 
of certifications, and perception of respondents on cooperative performance, social capital, 
member satisfaction, and impact. In order to complement quantitative data with qualitative 
information, informal discussions were also held with various relevant cooperative 
stakeholders such as policy makers, cooperative experts, government institution 
representatives as well as Union leaders. I am also collected secondary data from 
organizations participating in the agricultural and coffee sub-sectors, research institutes, 
academics and statistical offices, among others. To address collective action performance and 
cooperative impact analysis, various combined analytical approaches and empirical tools were 
used.  
 
To answer each specific research questions listed above, I applied various statistical 
procedure and econometric techniques. In Chapter 2 I use two different econometric models: 
first a Probit model analysis is performed to determine the factors affecting membership, 
taking membership status as a dependent variable; hereafter we used propensity score 
matching (PSM) method to estimate the impacts of membership on farmers’ livelihood 
outcomes, thus controlling for individual factors influencing cooperative affiliation. I  use in 
Chapter 3 a Tobit model regressions in the analysis to identify specific variables that 
determine market outlet choice decision making of individual coffee farmers (both member 
and non-member) taking proportion of coffee sold to coffee cooperatives and private buyers 
respectively. In the same chapter, I relied on ANOVA to identify the intrinsic characteristics 
of small-scale farmers delivering coffee to different channels (cooperative, private buyers, 
and both).  
 
209395-L-bw-Woubie
16 
 
In Chapter 4 I  rely on four different analytical procedures. First, I  compared perceptions of 
member coffee farmers both in high and low performing coops using Likert scales and 
Principal Component Analysis (PCA). Secondly, I  performed a principal component analysis 
in order to identify collective action indicators influencing coffee cooperative performance. 
Thirdly, I  used a Heckman two stage models to determine the factors affecting individual 
coffee farmers’ economic performance, including collective action indicators that 
significantly explained cooperative performance variation. Finally, propensity score matching 
is used to assess the effect of high- and low-performing coffee cooperatives on their 
individual members’ well-being. These procedures are used to guarantee un-biased 
outcomes and control for potential selection bias and endogeneity risks.  
 
In Chapter 5 I rely on similar analytical procedures. First, I used probit model analysis to 
determine factors affecting the likelihood of joining into coffee cooperatives. Second, I  used 
propensity score matching methods to estimate impacts of various certification schemes (or 
labels) on the livelihoods of small-scale coffee producer farmers in the study area. 
 
1.7.  Structure of the thesis 
 
The dissertation is organized in six main chapters (see figure 1.3). Chapter 1 includes the 
background and problem statement of the whole study, conceptual framework, the research 
questions, followed by a description of the data used and the methodological approaches 
applied in each chapter.  
 
In Chapter 2 I assess the determinants membership and its effects. Reasons for joining or not 
joining coffee marketing cooperatives are investigated. We assess the variables affecting 
membership using a binary probit model. Furthermore, in this chapter, we evaluate the effect 
of cooperative membership on the economic performance of members by applying propensity 
score matching. 
 
Chapter 3 analyzes the factors affecting market outlet choice decision of small-scale coffee 
farmers. Different actors are simultaneously involved in coffee market outlets. We argue that 
market outlet selection depends on coffee farmer’s socio economic characteristics and their 
perception about coffee coops performance.  
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In Chapter 4, we analyze the impact of multiple (double and triple) certifications on the 
livelihoods of co-op members. We consider three categories of producers: (FT) only; 
FT/Organic and FT/Organic/UTZ. We argue that as the number of labels for certification 
increases its additive impact on member coffee farmer’s livelihood similarly increases. 
 
In Chapter 5, using a Heckman two stages model, we estimate the determining factors that 
influence individual productive decisions, taking coffee productivity, the amount of coffee 
sold to the cooperative and the amount of land allocated to coffee production as key outcome 
variables. Furthermore, the impacts of high- and low-performing cooperatives on key well-
being and productive indicators of members are estimated, using propensity score matching to 
disentangle individual and contextual factors that might influence welfare outcomes.  
 
Finally, in Chapter 6, we will present the general conclusions of the study by summarizing the 
main findings derived from each of the specific analyses, and comparing these results with 
debates in the literature. In this part of the thesis, we will also present major policy 
implications of our results, as well as some insights that would require further research. 
 
 
Figure 1.3 Outline of the research 
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CHAPTER 2 
 
COOPERATIVE MEMBERSHIP: DETERMINANTS AND IMPACTS  
AMONG COFFEE GROWERS IN SOUTHERN ETHIOPIA 
 
 
 
 
 
Abstract 
 
In this chapter we examine the determinants of cooperative membership and its welfare 
effects among small-scale coffee growers. Data collection has taken place in Sidama Zone, 
Southern Ethiopia, using a detailed household survey. We have found the following important 
variables determining farmers’ participation in coffee marketing cooperatives: age of the 
household head, land size, household size and educational level of the household head. With 
regards to welfare impacts, our findings reveal that while cooperative members obtain higher 
prices and have a higher coffee income, there are no significant differences between them and 
the control group in relation to coffee productivity, access to credits, savings or technical 
assistance. 
 
Keywords: Cooperatives; membership; impact; propensity score matching; coffee; Ethiopia. 
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2.1.  Introduction 
 
Considerable evidence has been gathered to conclude that production-oriented interventions 
alone could not solve many of the problems that small-scale farmers are facing if they are not 
accompanied by policies and programs targeting the whole production-commercialization 
chain. Therefore, enhancing the access of the rural poor to markets has become a key goal of 
rural development interventions (Fischer and Qaim, 2012). The involvement of smallholder 
farmers into markets can contribute to higher productivity and income growth, which in turn 
might improve food security, reduce poverty, and facilitate overall economic growth at the 
national level (Fafchamps, 2005; Barrett, 2008; Bernard and Spielman, 2009). However, 
market integration of smallholder farmers is typically constrained by persistent market 
failures and imperfections in the form of high transaction costs, lack of market information, 
poor infrastructure, and weak capital markets (Bernard et al., 2008; Francesconi and Heerink, 
2010; Fischer and Qaim, 2012).  
 
Farmers’ collective action in the form of cooperative organization has reappeared as one of 
the mechanisms to overcome the difficulties involved in linking smallholders to markets 
(Bernard and Spielman, 2008; Francesconi, 2009; Fischer and Qaim, 2012). Following this, in 
many developing countries, policy makers, development practitioners and donors have 
decided to return to strategies and policies promoting rural collective action. Though 
agricultural cooperatives are susceptible to underperformance due to a variety of reasons such 
as poor governance, unprofessional management, inadequate capital base, and lack of member 
participation (Bernard and Spielman, 2009), they are expected to facilitate the market 
integration of the rural poor through reducing transaction costs, economies of scale, transfer 
of know-how, facilitating access to inputs and outputs, disseminating market information, 
securing access to new technologies and to high-value markets (Stockbridge et al., 2003; 
Collion and Rondot, 1998; World Bank, 2003).  
 
Over the past few years, policy-makers have renewed their interest for farmers’ 
organizations as a means to help connect smallholders to markets. In Ethiopia, this has led to 
a nationwide plan to promote marketing cooperatives. Agricultural cooperatives, and 
particularly marketing cooperatives, are advocated by the Government of Ethiopia (MoFED, 
2002; 2006) in its Agriculture Development–Led Industrialization Strategy (ADLI), as one of 
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the pillars of rural development and key market institutions for reducing rural poverty and 
enhancing food security in the country. This emanates from a strong belief of the government 
about the  potential role that cooperatives can play in terms of contributing to rural 
development and poverty reduction through increasing productivity, providing a higher output 
price, and reducing transaction costs (Francesconi and Heerink, 2010; Getnet and Anullo, 
2012). Various incentive measures, such as establishing cooperative offices at federal and 
district levels, and launching education and training programs on cooperatives in a number of 
universities have been taken by the government to revitalize the cooperative sector and 
improve its overall effectiveness.  
 
Owing to this favorable enabling policy environment, cooperatives are growing in terms of 
size, type, and number of members (Getnet and Anullo, 2012). However, most coffee farmers 
are still not members of cooperatives, even in the locations where the possibility of 
membership is available. In general, the determinants of farmers’ affiliation to cooperatives 
are not yet well understood in Ethiopia, particularly in the coffee sector.  
 
Relatively few studies have been conducted about the determinants of membership to 
agricultural cooperatives in Ethiopia (some notable examples are: Francesconi and Ruben 
2007; Bernard et al., 2007, 2010; Kodama, 2007; Francesconi and Heerink, 2010), but they 
have mostly dealt with grain marketing and livestock cooperatives, not with coffee 
cooperatives.  
 
Obtaining insights and empirical evidence about the impacts of membership is relevant for 
cooperative leaders, policy makers, and development practitioners. While some studies 
(Holloway et al., 2000; Francesconi and Ruben 2007, 2012, Wollni and Zeller, 2007; Bernard 
et al., 2007; Roy and Thorat, 2008; Narrod et al., 2009; Fischer and Qaim, 2012; Getnet and 
Anullo, 2012) report a positive contribution of marketing cooperatives to the livelihood of 
small-scale farmers, other studies (Bernard et al., 2008; Markelova et al 2009; Poulton, 2011) 
have found no clear benefits associated with being a member of an agricultural cooperative. 
Therefore, there is a need for more robust empirical evidence to better understand when, for 
whom, and under what conditions collective action is useful for small-scale farmers, and more 
importantly, to disentangle through which mechanisms the potential benefits take place. 
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Our study provides new empirical evidence and insights about the determinants of 
membership to coffee cooperatives, and the implications of co-op membership for economic 
performance at the household level. We therefore address two main research questions: (1) 
what types of farmers are typically members of coffee marketing cooperatives? and (2) what 
are the impacts of cooperative membership on economic performance at the household level? 
The remainder of the paper is organized as follows: in Section 2.2 we summarize the literature 
dealing with the determinants and impacts of cooperative membership. The methods used for 
empirical analysis are outlined in Section 2.3. Results are presented in Section 2.4. Finally, 
Section 2.5 discusses major findings and draws some conclusions and policy implications. 
 
2.2.  Why would small-scale farmers join a cooperative?  
 
Small-scale family farms continue to dominate the agricultural sector, even in developed 
countries, despite the substantial structural changes experienced in global agri-food systems 
during the past decades (Valentinov, 2005; Fischer and Quim, 2012). The difficulties of 
hierarchical organization in agricultural production due to supervision and monitoring costs 
still make family farms important in agriculture (Fischer and Quim, 2012). However, family 
farms typically face multiple market failures. First, small-scale farm sizes are associated with 
higher external transaction cost because of their inability to capture economies of scale in 
buying inputs and selling outputs (Valentinov, 2005). Secondly, family farms face limited 
ability to develop market power comparable to that of their upstream and downstream trading 
partners. Agricultural cooperatives can help small family farms to overcome their limited 
ability to realize economies of scale and to develop market power in order to deal with these 
problems (Bonus 1986; Staatz, 1987; Valentinov, 2005). In agriculture, cooperative 
organizations can be helpful to reduce external transaction costs and build up countervailing 
market power by taking responsibilities for agricultural extension, input provision and 
distribution, bulking, grading, selling, and even processing (Williamson, 1985; Valentinov, 
2007). 
 
Farmers do have different motives for joining (or not) a cooperative. Both economic and non-
economic motivations can influence farmers’ decisions to join a cooperative (Klein et al, 
1997; Jones and panu., 2009). Farmer’s individual motivations and collective aspirations also 
influence their membership affiliation decisions (Lerman and Ruben, 2005). Farmers 
cooperate because they perceive and expect a certain benefit from joining cooperates. In this 
209395-L-bw-Woubie
22 
 
regard, the theory of cooperative organization provides several economic reasons why farmers 
might join cooperatives and even more reasons why they might not join cooperatives. The 
decision-making process for joining a cooperative can be outlined by applying Williamson’s 
four levels of social analysis (Williamson, 2000). These levels have to do with social 
embeddedness and networks such as customs, traditions, norms and religion; the institutional 
environment concerning formal rules and property rights; the governance structure (dealing 
with contracts and transactions) and the strategies related to how to optimize resource 
allocation, prices, and quantities.  
 
Earlier empirical studies (Bernard and Spielman, 2009; Francesconi and Heerink, 2010; 
Matchaya, 2010;Fischer and Qaim, 2012; Zheng et al., 2011; Klein et el., 1997) on the 
determinants of cooperative membership have identified as key factors: age of the household 
head, household size, land size, years of farming experience, education, household asset (i.e. 
oxen owned and house value), access to credit, agricultural production costs, high technology, 
religion, and gross income as variables explaining household participation in cooperative 
organizations. According to these results, cooperative members in general tend to be less 
educated, older, and holding more land, as compared to non-members. Some of the above-
mentioned studies also found that both farmers with relatively very small or very large land 
sizes are less likely to be members of agricultural cooperatives, leading to the proposition that 
cooperatives are mainly composed of a ‘middle class’ of farmers (Bernard, 2009).  
 
2.3.  Materials and Methods 
 
 
The household survey data used in this study was administered to small-scale coffee farmers 
during the period June 2010 to January 2011 in five districts (Dale, Wonsho, Shebdino, Aleta 
Wondo, and Aleta Chuko) of the Sidama Zone, one of the main coffee producing areas of 
Ethiopia. The study area is located 270 km south from the capital, Addis Ababa.  
 
Out of the 45 primary coffee cooperatives composing Sidama Union
4
, we selected 10 base-
level cooperatives with variable performance. Both cooperative members and non-members 
coffee farmers were included as a target population of our research. To select our overall 
                                                 
4
 Union is a second layer co-op organization established by more than one primary co-op organization having 
similar objectives. 
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sample, we followed a multi-stage and stratified random sampling method. The members 
sample was drawn randomly from the registration lists of the primary cooperatives. Non-
members farmers were selected randomly using the list of coffee farmers gathered by the rural 
district offices in the area where we conducted the research. Thus, the total sample consists of 
1,400 coffee farm households (700 members and 700 non-members). Similar survey 
instruments (questionnaires) were used for members and non-members separately.  
 
The household survey covered a large number of issues such as socio-economic, 
demographic, social capital, farmer’s perception on cooperative performance, coffee 
production, marketing channels, savings, credit, and reasons for joining marketing 
cooperatives. In order to complement quantitative data with qualitative information, 
interviews were also held with various relevant cooperative stakeholders at district, zonal, 
regional, and federal levels, surveyed coffee farmers in the field, researchers, and co-op 
experts, as well as leaders of Sidama union. 
 
A probit model was used to analyze the factors influencing cooperative membership. 
Cooperative membership can be modeled as a binary choice decision, assuming utility 
maximization subject to household resource constraint Greene (2000). In this case, the actual 
utility level of each individual farmer Ui is not observed. The dependent variable is 
participation (where 1 indicates membership to coffee cooperative and 0 without it). The 
probit model assumes a normal distribution and the probability of being a member of a 
cooperative is modeled as follows (Green, 2000):  
 
                        
   
  
    (1) 
 
 
where is Ø(.) denotes the standard normal distribution, (Y=1) represents membership and × 
represents independent variables expected to influence participation. Marginal effects for 
continuous variables are estimated as:  
 
       
       
  
               (2) 
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Conducting an impact analysis of cooperative membership on members using non-
randomized observational data is challenging. This is because of the typical absence of 
counterfactual data: to know how members would have performed if they had not joined the 
cooperative (Francesconi and Heerink, 2010). To address this problem, we need to identify a 
suitable comparison group of non-members (control group) which can be used as a 
counterfactual and whose outcomes on average provide the closest possible estimates of the 
outcomes that cooperative members (treatment group) would have had in the absence of the 
cooperative. Due to non-random self selection into cooperatives we cannot simply compare 
outcomes of members and non-members, since it would lead to biased estimates. Cooperative 
members might differ from non members with regards to observable characteristics, such as 
wealth and educational level (Fischer and Qaim, 2012). Similarly, members might differ from 
non-member households according to features more difficult to observe, such as motivation, 
risk preferences and entrepreneurial spirit (Heckman et al., 1997; Bernard, et al., 2008).  
 
To overcome the selection bias problem, two-stage Propensity Score Matching (PSM) was 
used (Jalan and Ravallion, 2003b). The main aim of using PSM is to construct a suitable 
comparison groups with non-members individuals that are similar to cooperative members in 
terms of their observed characteristics (Getnet and Anullo, 2012). Various matching methods 
have been proposed in the literature. In this particular study, we used the non-parametric 
kernel-regression matching method proposed by Heckman et al. (1997). Impacts on 
members’ economic performance are measured in terms of coffee income, coffee price, 
productivity, amount of coffee produced, wealth status, access to credit, and savings. The 
average treatment effect on the treated (ATT) measures the average difference between 
(treated) members and their corresponding non-members match (control).  
 
 
2.4.  Reasons for joining (or not) a coffee cooperative 
 
Formally, any farmer having coffee land, above 18 years of age, and able to pay membership 
fee is allowed to join a coffee marketing cooperative in the study area. We asked respondents 
to list the three most important reasons for joining a coffee marketing cooperative. Results are 
shown in Table 2.1. Among the main reasons given by the respondents were: (a) to access 
dividends (49%) and (b) because they were forced by the previous socialist government to 
join during the establishment of the cooperatives (33%). It is worth noting that under the Derg 
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regime (socialist period) coops were used to extend strong government control to the local 
level and promote socialist ideology through compulsory member participation. The third 
most cited reason was to gain access to essential goods and services not available elsewhere 
(18%). We can then conclude that both economic and non-economic factors affect coffee 
farmer’s willingness to join local cooperatives.  
 
Table 2.1.  Reasons why coffee farmers participate in coffee marketing cooperatives 
(N=700) 
 
Reasons for joining a coffee co-op Number of respondents who gave 
this reason as most important  
 Percentage  
Gaining access dividend 343 49 
Forced by the previous socialist 
government to join during establishment 
231 33 
Get access to essential goods not 
available elsewhere  
126 18 
Total  700 100 
 
Source: field survey data 
 
Similarly, we asked non-members about their reasons for not joining a coffee cooperative. 
Various reasons were also mentioned. Interestingly, as shown in Table 2.2, the most cited 
reason (38%) for not participating was that non-members can anyway sell their coffee to the 
cooperatives through relatives and friends who were already members (see also Chapter 3). 
This points to a high reluctance among non-member coffee farmers to pay the membership 
fee or to become a formal part of the cooperative. In addition, the perception that cooperatives 
do not provide the expected benefits to members comes up as another important reason for 
not joining (36%). The third most important reason mentioned is the inability to pay the 
membership fee (26%).  
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Table 2.2.  Reasons of coffee farmers not join coffee marketing cooperatives (N=700) 
 
Reasons for not joining a coffee co-op Number of   respondents who gave 
this reason as most important  
 Percentage  
I can sell my coffee to the cooperative 
through  relatives who are members  
266 38 
I do not think coffee cooperatives provide 
the expected benefits  
252 36 
Unable to pay membership fee 182 26 
Total  700 100 
 
Source: field survey data 
 
Comparing coffee cooperative members and non-members 
 
In this sub-section, we report the comparison between cooperative members and non-
members, highlighting the main differences between the two groups. T-tests were conducted 
for assessing differences between the two groups. According to the descriptive results 
summarized in Table 2.3, cooperative members are fairly similar and comparable to non-
members based on several indicators: access to credit, gender of the household head, and 
income from off-farm activities. None of these variables differ significantly between members 
and non-members at the 10% level of statistical significance. Furthermore, productivity of 
coffee is also similar in both groups, probably due to a generalized lack of improved coffee 
production technology in the study area. We did not find significant differences in relation to 
access to credit, likely because most cooperatives are not providing sizable services in these 
fields.  
 
However, cooperative members and non-members differ in several other important aspects: 
non-members are relatively younger, have a higher level of education and a smaller household 
size. The farm size in both groups is very small, but it is even smaller among non-members. 
The amount of coffee produced is also statistically higher for members, who allocate a higher 
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proportion of their land to coffee production and hold a much longer experience in coffee 
farming, as compared to non-members. Non-members have substantially lower income from 
coffee, as compared to members. In addition, the proportion of farmers having a “modern” 
house is higher among members. This variable has been included in the study as a wealth 
indicator. Table 2.4 shows differences in the proportion of members and non-members along 
income categories. A large proportion of non-members are in the poorer category (67%).  
 
Table 2.4. Member and non-member classification based on income category 
Income category Membership status 
Non-member Member 
Income less than 1375 Birr (poor) 273 (67%) 133 (33%) 
Income between 1376 Birr to 6520 Birr 
(middle income) 
336 (48%) 364 (52%) 
Income more than 6520 Birr (better off) 88 (30%) 203 (70%) 
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Determinants of participation in coffee cooperatives 
 
We analyzed determinants of participation in coffee marketing cooperatives. We used a probit 
model to estimate the parameters. Our dependent variable in this case is binary (1 if a coffee 
farmer is a registered member of a coffee cooperative and 0 otherwise). The independent 
variables used in the model estimation are exogenous individual, farm and household 
characteristics, like age, gender, religion and ethnicity. Table 2.5 reports the estimated probit 
coefficients and Average Marginal Effects (AME). Out of the eight independent variables 
hypothesized to influence the likelihood of membership, six (age, education, household size, 
land size, religion, and land squared) have a statistically significant effect. Gender and 
ethnicity of the household head did not show any significant effect on membership status.  
 
According to these results, older and less educated coffee farmers are more likely to be 
members of coffee cooperatives. Land area (ha) and family size (number of household 
members) have a positive and significant effect on the probability of membership. We also 
estimated the effects of the parameter “land squared” in order to assess the existence of a 
non-linear relationship between farm size and the probability of membership. The results 
reveal that after a certain land size level, coffee growers are less likely to be a member of a 
coffee cooperative as farm size increases. 
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2.5.  The impacts of cooperative membership  
In this sub section, we present the estimation of the impacts of cooperative membership on a 
number of performance variables. We therefore computed the Average Treatment effect on 
the Treated (ATT) using Propensity Score Matching (PSM). We first estimated each 
household’s “propensity score” or “likelihood of being a cooperative member” using a 
Probit model, where the dependent variable is the membership status, as outlines in Section 
2.4 The propensity scores were then used to match members and non-members. Figure 2.1 
shows the distribution of propensity scores for both groups of farmers. 
 
Figure 2.1.  Propensity score distribution  
 
 
After estimating the propensity scores for all respondents in our sample, we determined the 
common support region, in order to make sure that each member is matched with a non-
member who has the same propensity score. By means of matching their propensity scores, 
we then construct a counterfactual. In order to improve the robustness of the PSM method, we 
restricted matches only to those members and non-members that have a common support 
region in the distribution of the propensity scores (Smith and Todd, 2000).  
 
Since PSM does not match treatment and non-treatment observations on all covariates, we 
have to ensure that similar propensity scores emerge from similar characteristics. Therefore, 
we performed balancing tests after matching. We compared an average household’s 
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characteristic within the treatment sample with the corresponding characteristic of the control 
group, in order to test the validity of the matching procedure. Usually, the absence of 
significant differences between the treatment and control groups suggests a valid matching. 
To validate the comparability we undertook a series of statistical tests of farmers’ 
characteristics along four sub-samples (see Table 2.6). We considered the following samples: 
(a) unmatched farmers; (b) matched with the kernel technique; (c) matched with the five 
nearest neighbor technique and (d) matched with the radius matching method. As shown in 
Table 2.6, the unmatched sample fails to satisfy the balancing properties: households in the 
treatment group are on average significantly different in several aspects from the households 
in the control group. However, when we use kernel-base, nearest neighbor, and radius 
matching only few significant differences are observed between the two groups. Thus, these 
results suggest that the matched samples are adequate to perform an impact analysis, whereas 
the non-matched sample is not. 
 
In a second stage, we calculated the ATT of cooperative participation on outcome variables Y 
using matched observations of members and non-members. The PSM estimator of the ATT is 
the difference in outcomes between treatment and control groups, after matching using the 
propensity score. Table 3.6 reports the means of all covariates used in the study for the treated 
and non-treated coffee farmers before and after matching. 
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The ATT for the identified outcome variables is calculated using three matching techniques 
(i.e. kernel, nearest neighbor, and radius matching). The resulting average impacts of 
cooperative membership are reported in Table 2.7. Regardless of the estimation methods used, 
results consistently suggest that cooperative membership has a positive and significant impact 
on members’ income coming from coffee, on wealth status, and on prices. We found no 
statistically significant effect of membership on coffee productivity, proportion of land 
allocated to coffee or access to credit. The effect of membership on household savings is also 
insignificant.  
 
Table 2.7  Effects of coffee cooperatives on member-farmer’s economic performance  
Outcome variables  Kernel-based 
matching 
5 nearest neighbors 
matching 
Radius matching 
ATT Std. error ATT Std. error ATT Std. error 
Coffee income  1771.45 334.9*** 1986.14 371.77*** 1853.91 202.81*** 
Coffee price 0.26 0.10** 0.28 0.12** 0.29 0.07*** 
Productivity of 
coffee 
1029.33 538.43 851.57 627.93 649.92 495.84 
Proportion of land 
allocated to coffee 
0.05 0.06 0.08 0.05 0.04 0.01*** 
Savings  0.06 0.05 0.01 0.06 0.04 0.02* 
Wealth status 0.42 0.06*** 0.46 0.07*** 0.35 0.04*** 
Access to credit 0.01 0.01 0.02 0.01* 0.01 0.01* 
 
Note: *** Significant at 1%, ** Significant at 5%, * significant at 10% 
 
We find that a large proportion of non-members sell at least a proportion of their coffee to the 
cooperatives through their families and relatives (see also Chapter 3). In order to minimize the 
resulting biases due to possible spillover effects, we therefore also estimated the impacts of 
membership on output indicators using as a control group those farmers reporting not selling 
any proportion of their coffee to the coops (N=170). The resulting average impact of 
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membership using three alternative matching techniques is shown in Table 2.8. We now find 
not significant differences between the two groups in terms of coffee prices, access to credit, 
savings or land allocated to coffee. The results show that cooperative members reap higher 
income from coffee and are better off in terms of wealth status (condition of house) compared 
to non-members. Two of the latter matching procedures  report significant higher productivity 
among members. This points to the fact that market outlet choice decisions have a stronger 
impact on productivity than cooperative membership. 
 
Table 2.8  Effects of coffee cooperatives on member farmer’s economic performance 
   against non-members not selling their coffee to cooperatives. 
Outcome variables  Kernel-based matching 5 nearest neighbors 
matching 
Radius matching 
ATT Std. error ATT Std. error ATT Std. error 
Coffee income  1021.34 576.53* 1090.70 373.83** 1107.83 277.96*** 
Coffee price 0.13 0.11 0.12 0.11 0.21 0.06*** 
Productivity of 
coffee 
731.50 294.79* 576.73 227.17* 140.53 338.91 
Share of land 
allocated to coffee 
0.03 0.04 0.04 0.03 0.05 0.02*** 
Savings  -0.00 0.06 -0.02 0.04 -0.01 0.02 
Wealth status 0.32 0.07*** 0.29 0.07*** 0.21 0.06*** 
Access to credit 0.01 0.02 0.01 0.02 0.02 0.01 
 
Note: *** Significant at 1%, ** Significant at 5%, * significant at 10% 
 
2.6.  Discussion and Conclusions 
 
In this section we focus on discussing the following main findings of the study: (a) 
cooperative members are relatively older and less educated than non-members, and farmers 
with medium land size have more chances to be members of coffee cooperatives; (b) there is 
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no statistically significant (initial) difference in coffee productivity between members and 
non-members; (c) cooperative membership has a significant impact on coffee income and 
price; (d) there is no statistically effect of cooperative membership on members access to 
credit.  
 
Cooperative members in the study area are relatively older than non-members. This might be 
explained by the fact that in Ethiopia coffee cooperatives are still mainly composed by 
founding members (Wollni and Zeller, 2007), who became members in the 1960s and 1970s. 
Furthermore, non-economic arguments can be also used to explain this result. Older farmers 
tend to place greater importance on the non-pecuniary benefits of membership, such as social 
interaction with peers (Kelin, et al., 1997). Our results seem to reveal that coffee cooperatives 
are facing problems in reaching out to the younger generations. During interviews with 
farmers in the survey area we have noticed that the younger generation is not very interested 
in farming, but rather hopes to find employment outside agriculture. Such expectations can 
have an impact on the cooperative business and sustainability. Effective performance of 
cooperatives clearly depends on trust and commitment of requires not only older people but 
also the youngsters. In general, effective governance and management of any type of 
cooperative is dependent on the young, skilled, innovative and technologically well-informed 
membership.  
 
As expected, education has a positive and statistically significant effect on membership 
participation. This finding is consistent with previous studies (e.g., Francesconi and Heerink, 
2010; Bernard et al., 2009). Our results also indicate that household size has a positive and 
significant effect on cooperative membership. This is in line with what Francesconi and 
Heerink (2010) have found for Ethiopian marketing cooperatives in general, namely, that the 
likelihood of a household to be a cooperative member significantly increases with household 
size. However, conversely, Bernard et al. (2008) and Fischer and Qaim (2012) did not find 
statistically significant association between these variables. The motivations to engage in 
cooperative marketing may differ substantially between small, medium and large-scale 
producers and depends on the nature of the collective goods and services that are provided by 
their cooperatives and needed by farming families. 
 
We also found that the size of the land has a positive and significant effect on the probability 
of membership, up to a certain level, after which the relationship between land size and the 
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likelihood of cooperative membership becomes negative. Therefore, according to our results, 
the relationship between land size and membership follows a sort of inverted “U” function, 
which support the so called ‘‘middle class” effect in cooperative participation (Bernard, 
2009). For very small coffee farmers it may not be worthwhile to transport their coffee to the 
co-op collection centers, because the costs might outweigh the benefits, while very large 
producers may find the cooperative too costly in terms of payment time and the transactions 
required to obtain benefits (Fisher and Qaim, 2012). Larger farmers can also have a better 
bargaining power vis-à-vis buyers, and therefore have less need to use cooperative services. 
This result is consistent with findings by Bernared et al. (2008) as predictors of participation 
in cooperatives in Ethiopia. They suggest that poorer households without much resources 
(such as land, labor, oxen etc.) and households producing other crops than the common 
cereals marketed through agricultural marketing cooperatives, are less likely to become 
cooperative members. Furthermore, they also found that wealthy households with sufficient 
experience in farming and access to labor tend to be less or not involved in collective action, 
which is consistent with our theoretical predictions (Abate et al., 2013). 
 
Enhancing agricultural productivity is one of the main policy objectives of the current 
government of Ethiopia to improve the livelihoods of the rural poor. In this regard, farmers’ 
cooperatives are expected to play an important role in enhancing the productive capacity of 
smallholders. Furthermore, due to the role of cooperatives in knowledge and technological 
transfers, it is reasonable to expect a positive effect of membership on coffee productivity. 
However, we did not find significant differences in coffee productivity between cooperative 
members and non-members in the study area. In addition, from field observations we have 
noticed that coffee cooperatives in the study area are not very proactive to invest in 
technologies for improving coffee production. The lack of a productivity-enhancing effect of 
membership threatens the long term viability and sustainability of cooperative development in 
the study area.  
 
In Ethiopia, over the past decade and a half, agricultural cooperatives have been strongly 
promoted as instrument to transform subsistence agriculture by preserving market options and 
increasing farmers’ income, as they are believed to be efficient in internalizing transaction 
costs, reducing the variability of farmers’ income through risk pooling and countervailing 
opportunistic behaviors (Hogeland, 2006; Staatz, 1987). In line with these expectations, our 
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impact results indeed show that the effect of cooperative membership on member’s income 
from coffee is positive and statistically significant. This positive income effect seems to be 
explained by better prices and dividends paid by cooperatives for their members, rather than 
by productivity gains.  
 
Our results reveal that marketing through coffee cooperatives yields a higher price than 
selling to private buyers. Price advantages associated with collective marketing are positive 
and significant. This effect is consistent with the idea that cooperatives are able to provide 
reduced transaction costs to their members, through bargaining power over traders, to benefit 
from economies of scale in commercialization, or to reach more attractive market outlets. 
Bernard et al. (2008), Francesconi and Heerink (2010) and Getnet and Anullo (2012) show 
similar effects of agricultural marketing cooperatives in Ethiopia in other sectors. Our results 
confirm the importance of coffee cooperatives in creating pro-competitive effects at the local 
level, with a positive effect on farmers’ income. Jena et al. (2012) and Kodama (2007) 
reported a similar effect among coffee cooperatives in Ethiopia. Fischer and Qaim (2012) also 
found that farmers’ groups did not have a sizable effect on productivity gains among banana 
growers in Kenya. Economic benefits were rather realized through the expansion of 
production (area allocated) and better prices. Cooperatives thus face difficulties in attaining 
simultaneously several objectives, since trade-offs between their functions are likely to arise.  
 
Employing propensity score matching techniques we found no statistically significant effect 
of membership on members access to credit. This is not surprising given the fact that the 
concerned coffee cooperatives in the study area have limited financial resources and are not 
able to offer credits to their members (Kodama, 2007). This inhibits economic diversification 
activities of farmers in rural areas. Similarly, we also found no statistically significant effect 
of cooperative membership on household savings. This result seems reasonable because it is 
generally uncommon for small-scale coffee-producing households to have savings and this 
type of activity is not handled by coffee cooperative. 
 
In summary, our study result reveals that high-performing cooperatives serve their members 
better than low-performing cooperatives. The results indicate that members in high 
performing coffee coops tend to trust their coops more than members in low performing 
coops, even while higher trust does automatically result in higher levels of patronage (see 
Chapter 4). The empirical evidence shows that sales to outside buyers have an impact on 
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productivity. Being a cooperative member is not enough to reap the gains of collective action, 
since cooperative performance is highly variable and dependent again on the response 
(conduct) of the individual members. The observed positive effects of participation in coffee 
coops are mainly due to an increase in the price of coffee that results in higher farm household 
income. The main benefit of collective action thus takes place through the market mechanism, 
and not so much through productivity gains. Moreover, important externalities are registered: 
coffee merchants who buy coffee in a highly cooperative region appear to have being forced 
to increase their local farm-gate prices in order to maintain their providers willing to deliver 
coffee to them. 
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CHAPTER 3 
 
FARMERS OUTLET CHOICE DECISIONS, LOYALTY, AND  
COOPERATIVE COFFEE MARKETING IN ETHIOPIA 
 
 
Abstract 
 
This chapter investigates key factors that influence market outlet choice decision of small-
scale coffee farmers (both members and non members of cooperatives) in Sidama Zone, 
Southern Ethiopia, using detailed household-level survey data. Our results reveal that 
cooperative members still deliver a remarkable proportion of their production to private 
buyers, despite the fact that they offer a lower price. This is mainly due to the difficulty of 
coffee cooperatives to pay cash at the spot, cheating during weight measuring, and their 
inability to buy the whole production from members due to financial constraints. Outside 
selling by members poses a serious threat to the viability of cooperatives, since services 
provided to members have to be financed through collective sales. On the other hand, a high 
proportion of non-member coffee farmers report to sell a proportion of their production to the 
cooperatives, through affiliated friends and relatives. A Tobit regression shows that poorer, 
older and low-performing coffee farmers deliver a higher proportion of their coffee to the 
cooperative. The chapter thus sheds light on broader governance issues such as the loyalty of 
co-op members and the viability, economic networks, performance and sustainability of 
coffee cooperatives.   
 
Keywords: Coffee cooperatives, market outlet choice, membership, loyalty, Ethiopia, Tobit 
model. 
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3.1.  Introduction 
 
In Ethiopia, coffee farmers that are members of cooperatives are not obliged to sell their 
production to these organizations. They can therefore choose among several outlet channels, 
including their own coffee cooperative, formal private buyers (with a trading license), 
neighboring cooperatives or informal traders (traders without license). Coffee cooperatives 
thus face significant competition from other potential buyers. As market outlet option, coffee 
marketing cooperatives traditionally have offered various advantages to members, such as 
better prices, economies of scale, certification premiums and provision of training (Pascucci et 
al., 2011). Consequently, members are expected to sell their produce to their own cooperative 
and thus maintain loyalty, while non members are more likely to deliver to private buyers. 
However, this is in practice not always the case in the Ethiopian coffee sector: some 
cooperative members sell in fact part of their harvest to private traders, whereas non-members 
also deliver their coffee through cooperatives.  
 
In order to understand better the underlying mechanisms that guide the marketing decisions of 
members and non-members of coffee cooperatives in Ethiopia, the guiding questions of the 
present chapter are the following: (1) what kinds of members do use cooperatives as their 
main outlet? (2) Why and to what extent do cooperative members sell to private traders? (3) 
What kind of non-member farmers sell their coffee informally to cooperatives? (4) What are 
the implications of these different market outlet choices? With this analysis, we aim to 
contribute to a characterization and explanation of the diversity of outlet choice decisions 
shown by different categories of coffee farmers. 
 
Despite the fact that understanding selling decisions of small-scale coffee farmers is very 
relevant for policy makers and cooperative stakeholders, there exists surprisingly little 
empirical evidence about the driving factors influencing this type of choices. We therefore 
aim to contribute to fill this gap by means of (a) identifying the marketing channels available 
to coffee farmers; (b) characterizing coffee farmers involved in different outlet channels; (c) 
comparing market channel selection by members and non-members; and (d) determining the 
factors affecting market outlet choice in the study area.  
The remainder of the chapter is organized as follows. Section 3.2 outlines the theory regarding 
market outlet choice in a cooperative context. In Section 3.3, we briefly explain the data and 
the applied analytical methods for data analysis. Section 3.4 presents the empirical results and 
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discusses the different motivations for outlet choice. Finally, Section 3.5 discusses the results 
and concludes with some policy implications. 
 
3.2.  Market outlet choice decisions in a cooperative context 
 
Households’ market participation is an important strategy for poverty alleviation and food 
security enhancement in developing countries (Heltberg and Tarp, 2002). Therefore, 
understanding factors affecting the choice for a particular marketing channel is one of the key 
ingredients to successful farm household welfare improvement. However, the literature on 
market outlet choices has been thin, especially in developing countries where significant 
frictions make this question most salient. Existing earlier studies (Agarwal and Ramaswami, 
1992; Brewer, 2001; Williamson, 2002; Jagwe1 and Ouma, 2008; Jaleta, 2007; Zuniga-Arias, 
2007, Nyaupane and Gillespie, 2010) have identified a variety of factors that may influence 
market outlet choice decisions by small-scale farmers, such as: price, production scale, 
household characteristics (age, education, gender), trust, loyalty, risk behavior, experience, 
market context (distance and purchase condition), grading and washing operations, and off-
farm income opportunities. Tsourgiannis et al. (2008) and Kuma (2013) have found that farm 
characteristics, volume of production, income, debt, sales price, speed of payment, personal 
relationships, degree of isolation, farm area, farmers age, loyalty and farm land allocated to 
commercial activities have a significant effect on market channel choice by sheep and goat 
farmers in East Macedonia, Greece. Klein et al. (1997) studied the determinants of 
cooperative patronage in Canada using a Poisson regression models and report that education, 
income, farm size, prices of commodities, and farmers’ belief in cooperatives performance 
were among the crucial factors that determined the proportion of production sold to the 
cooperative. Farmers who believed that cooperatives offer innovative products and services 
are more likely to patronize them. Another study by Mburu et al. (2007) on the determinants 
of smallholder dairy farmers' adoption of various milk marketing channels in the Kenyan 
highlands found that factors such as the availability of credit services, average milk 
production per cow (kg/day) and hired permanent labour influence the selection decision of 
market outlets by cooperative farmers. Similarly, Urquieta (2009) concluded that access to a 
loan was the key determinant for market channel choice decisions of farmers. Another study 
by Shiimi et al. (2010) regarding transaction costs and cattle farmers’ choice of marketing 
channels in north-central Namibia identified that problems with transport to the factory, 
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improved productivity, accessibility to market-related information and access to new 
information technologies are factors significantly affecting the decision of whether or not to 
sell through the formal market.  
 
Wollni (2007) in his study on cooperative farmers benefits from participating in specialty 
coffee markets in Costa Rica concluded that if farmers received training in quality-enhancing 
practices, their probability of participation in specialty market increase. Ogunleye and Oladeji 
(2007) report in their analysis on the choice of cocoa market channels amongst farmers in the 
local government area of Osun State, Nigeria that the time of payment, the mode of payment 
(cash or cheque), the price of the product, distance from farm to market place, transportation 
cost and grading of product significantly influence the market outlet choice decision of 
farmers. 
 
Generally, the existing evidence suggests then that market outlet choice decisions typically 
depend on a relative large number of factors, indicating that these are multi-criteria decisions. 
To the best of our knowledge, there have not been studies dealing with selling decisions of 
farmers in Ethiopia, except a study conducted by Woldie (2011) that analyzed market channel 
choice in the Ethiopian banana sector. Potential explanatory variables for analyzing coffee 
outlet choice decisions drawn from previous studies are presented in Table 3.1. 
Table 3.1  Selected explanatory variables for market outlet choice decision 
Variables  Unit of measurement Description/Hypothesis 
Age  Years As farmers age increases, marketing 
experience raises and member farmers are 
better able to sell and bargain with private 
traders in order to reach a higher price or 
better payment conditions. 
Education 0=illiterate, 1=literate, 
2=elementary, 3=junior, 
4= secondary, 5=high 
school 6=above high 
school   
Education is expected to capture marketing 
skills of the respondents. As education level 
increases farmers’ marketing knowledge 
rises and they tend to sell more to alternative 
outlets of private traders.  
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Total land size Ha Cooperatives are normally not able to buy all 
production from members. Farmers with 
larger land size face difficulties in selling all 
their production to the cooperative, so they 
might sell more to private buyers. 
Proportion of land 
allocated to coffee 
Ratio As land allocated to coffee cultivation increases 
farmers tend to sell more to private buyers 
because coops buying capacity is limited. 
Proportion off-farm income 
to total income 
Ratio As the proportion of off-farm income increases, 
farmers prefer to have more flexible marketing 
arrangements, and therefore may sell a higher 
proportion to private traders.   
Type of house  1=Modern 
0=Otherwise 
The type of house is expected to reflect wealth. 
Better-off farmers can afford to have more 
flexible marketing arrangements, and therefore 
sell a higher proportion to private traders.   
Coffee Productivity Kg/ha Due to the limited buying capacity of coops, as 
productivity increases farmers tend to sell a 
higher proportion to private buyers. 
Access to training  0=No 
1=Yes 
As access to training on improved coffee 
production practice increases, farmers produce 
more coffee, which lead them to sell a higher 
proportion to private buyers. 
Access to credit 0=No 
1=Yes 
Farmers that have access to credit can produce 
more, which leads them to sell a higher 
proportion to private buyers. 
Cooperative performance * Profit per member The higher the level of cooperative performance 
the higher proportion of coffee delivered to the 
cooperatives. 
Dividend payments* Birr As the dividend paid by the co-op increases, 
farmers deliver a higher proportion of their 
production to the cooperative. 
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Satisfaction on co-op 
performance* 
0=Low 
1=High 
As the level of satisfaction of farmers on co-op 
performance increases they sell a higher 
proportion to their cooperative. 
 
*=Variables used only for cooperative members 
 
 
Cooperative members are expected to remain loyal to their cooperative, but could also reap 
the benefits of membership without fully contributing to the group. The term 'free-riding' 
refers to the action of farmers who obtain benefits from cooperative membership but do not 
bear the proportional share of the costs involved in providing such benefits. Free-riding is an 
inherent problem of farmers’ cooperatives and any collective action situation in general. 
According to Cook (1995), the free-rider problem emerges because of improperly specified 
property rights i.e., when property rights are non-tradeable, insecure or insufficiently 
assigned. In cooperatives, an internal free rider problem occurs when dealing with such 
common property problem.  
 
On the other hand, external free rider problems are created whenever a cooperative provides 
collective goods characterized by non-feasibility of exclusion. For example, non-members can 
receive benefits from the cooperative, such as favorable prices, without making equity 
contributions. Free-riding on benefits and services by a large number of non-member farmers 
may pose a serious challenge to the cooperatives, particularly with regards to capitalization 
(since free-riders are not contributing to the capital share), thus aggravating problems arising 
from financial constraint and the scarcity of working capital. Therefore, there is a need to 
understand under what conditions such free riding is actually taking place.  
 
The situation of members selling to private buyers can partly be explained by using the 
disloyalty argument (Klein et al., 1997). Researchers have observed that traditional 
cooperatives face difficulties in modern markets, which might trigger negative behavioral 
responses from their members (Nilsson et al., 2009). One of them is member disloyalty. 
Disloyalty stands for discontinued patronizing or unstable relationships, i.e. switching 
behavior. Existence of the right incentives (both economic and non-economic) for members in 
all forms of collective action is a necessary condition to prevent such defection (member 
disloyalty).  
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We analyze in the following the motives and driving forces for both (dis)loyalty of members 
and free-riding by non-members. 
 
3.3.  Materials and Methods 
 
The data used in this study have been collected from small-scale coffee growers through a 
field survey. The survey was administered from June 2010 to January 2011 in five districts 
(Dale, Wonsho, Shebdino, Aleta Wondo, Aleta Chuko) of the Sidama Zone, one of the main 
coffee producing areas of Ethiopia. Major nationalities found in this zone are Sidama (97.1 
%), Amhara (1.3 %) and Oromo (0.6 %); other ethnic groups make up about one percent of 
the population. According to the last census, in 2008 this zone had a total population of 
2,954,136 people (CSA 2008), within an area of 6.538 km
2
. For administrative purposes, 
Sidama zone is divided into 19 rural districts and 1 city administration. The study area is 
located 275 km south from the capital of Addis Ababa. Sidama is characterized by three agro-
ecological zones: the dry midlands/lowlands (20 percent), the midlands (48 percent) and the 
highlands (32 percent).  
 
The survey was carried out by the author together with 4 field assistants. Out of the 45 
primary coffee cooperatives composing Sidama union
5
, we selected ten primary coffee 
cooperatives. Both member and non-member coffee farmers of primary coffee cooperatives 
were included as a target population of our research. The members sample was drawn 
randomly from the registration lists of the cooperatives. Non-member farmers were selected 
randomly using the list of coffee farmers compiled by the rural district offices in the area 
where we conducted the research. To design our overall sample, we followed a multi-stage 
and stratified random sampling method. The resulting sample includes 1,400 coffee farm 
households (700 members and 700 non-members). Similar survey instruments 
(questionnaires) were used for members and non-members separately.  
 
The survey focused on socio-economic characteristics and the perceptions of coffee farmers 
(members and non-members) regarding coffee market performance and concerning the role of 
cooperatives. In order to complement quantitative data with qualitative information, open 
                                                 
5
 A Cooperative Union is a second layer cooperative organization established by more than one primary 
cooperative organization having similar objectives. 
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interviews were also held with various relevant cooperative stakeholders at district, zonal, 
regional, and federal levels, as well as with the surveyed coffee farmers. 
 
We used ANOVA
6
 for comparing different types of small-scale coffee farmer groups, 
according to their marketing strategies. STATA version 10 was used for data processing and 
analysis. A Tobit model (Cameron and Trivedi, 2005) was applied to determine the factors 
influencing market outlet choice decision. The model can be represented as follows: 
 
  
           
 
Where   
    latent variable (unobserved for values <0 and >1) in this case representing the 
proportion of coffee sold to a specific market outlet; and where   
 ~N      ;  
and 
      Vectors of independent variables;     Vector of unknown parameters, and       
Disturbance term assumed to be independently and normally distributed with mean zero and 
constant variance  .  
 
 
3.4.  Results 
 
Socio-economic characteristics of coffee farmers  
 
First, I present the general characteristics of our sample. Socio-economic attributes and 
market outlet choices are shown using simple descriptive statistics (Table 2.2.). This provides 
an overall picture of the socio-economic profile of coffee farmers in the selected study area.  
 
  
                                                 
6
 ANOVA is a statistical approach used to analyze and test the equality of means of several groups. We usually 
rely on ANOVA when groups’ more than two groups are compared. 
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Table 3.2.  Distribution of respondents according to household characteristics (N=1400) 
Household characteristics Frequency Percentage 
Age 
 Age less than 20 years 54 3,9 
 Age between 20 to 40 806 57,6 
 Age between 41 to 60 383 27,4 
 Age between 61 to 65 49 3,5 
 Age more than 65 108 7,7 
Sex 
  Male 1321 94.4 
  Female 79 5.6 
Level of education 
  None 266 19,0 
  Read and write 42 3,0 
  Junior secondary 524 37,4 
  Senior secondary 290 20,7 
  High school 248 17,7 
  Above high school 30 2,1 
Household size 1400 6.46 
Land holding size 
  Land size less than 0.25 ha 148 10.6 
 Land size between 0.25 ha  to 0.5 ha 756 54.0 
 Land size between 0.51 ha to 1 ha 304 21.7 
 Land size between 1.1 ha to 2 ha 153 10.9 
 Land size above 2  ha 39 2.8 
Experience on coffee farming 
  Coffee farming experience less than 10 years 405 28.9 
  Coffee farming experience from 10 - 30 years 696 49.7 
 Coffee farming experience more than 30 years 299 21.4 
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Income 
 Income less than 1,375 Birr 407 29,1 
 Income from 1,376 Birr to 6,520 Birr 700 50,1 
 Income above 6,520 Birr 291 20,8 
Duration of  membership (years) 700 24 
 
Source: Own survey data 
 
Table 3.2 summarizes key characteristics of the respondents. The majority of coffee farmers 
surveyed are males (94 percent). The average household size is 6.5 members. 81 percent of 
the respondents went to school, 37 percent completed elementary education, and 18 percent 
high school. However, 19 percent of the respondents have never been to school. The 
majorities (65%) of coffee farmers in the study area have 0.5 hectares or less of farm size and 
only about 3% own plots larger than 2 hectare. Renting of land is not a common practice in 
the study area. Those farmers who are members have been part of their respective 
cooperatives for a long period of time, as it is reflected in the fact that the average number of 
years farmers have been members is about 24 years, 50 percent of them have been affiliated 
for more than 27 years and only 7 percent of the members in our sample have less than 5 
years of participation in the cooperative. About half of the respondents have between 10 and 
30 years of experience in coffee farming, while 28.9 percent have less than 10 years in the 
coffee sector.  
 
Marketing Channels  
 
Four main marketing outlets were identified in the study area: farmers might sell their 
production either to coffee marketing cooperatives in the same location, to private traders 
operating with a license, to neighboring cooperatives, or to informal traders without license. 
Farmers can choose to use a single outlet or a combination of outlets to sell their coffee. Our 
results indicate that delivering to the cooperative is still the most patronized outlet (see Table 
3.3). Private traders constitute the second most common outlet, followed by informal traders 
and neighboring cooperatives. The latter channel is nevertheless rather negligible. Coffee 
farmers often use single or combinations of outlets to sell their coffee. In our sample, 63.5 
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percent of farmers used a single outlet; and 36.5 percent used two or more marketing 
channels. 
 
Table 3.3. Farmers delivering coffee to different market outlets 
 
Type of outlet channels Member farmers in % Non-member farmers in % 
Sales to cooperatives 49 32 
Sales to private traders 20 26 
Sales to both channels 31 42 
Total 100 100 
 
Sources: Own survey data 
 
It is worthwhile noting that in Ethiopia, cooperative regulations do not require members to 
deliver exclusively to their own cooperative. Indeed, we found that 46 percent of members 
deliver in fact part of their coffee production to private traders. Side-selling poses a serious 
threat to the viability of cooperatives, since services provided to members have to be financed 
through collective sales. On the other hand, 41 percent of non-members sell a certain 
proportion of their coffee to cooperatives, mainly through relatives who are already members. 
Therefore, these farmers benefit both from the marketing services and the distributed 
dividends even though they are not formally members.  
 
Farm Household Characteristics and Market Outlet Choice 
 
In this sub-section, we first investigate the intrinsic characteristics of coffee farmers 
delivering coffee to different market outlets. For doing so, we grouped coffee farmers 
according to their outlet strategy (single or multiple channels) and conducted an ANOVA 
analysis to compare these groups along various indicators. To conduct the ANOVA analysis, 
we divided coffee farmers into three groups: those using cooperatives as single channel (CC), 
those using private traders as single channel (PC), and those selling coffee to multiple 
channels (two or more) (MC). The distribution of farmers delivering their coffee to each 
channel and the mean and standard deviation of key variables for the three groups are 
depicted in Table 3.4.  
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Table 3.5 indicates the level of significance between the variables influencing different outlet 
choice categories according to the ANOVA analysis. 
 
Table 3.5. Summary of significant differences between groups 
 
Variables Difference 
CC-PC 
Difference 
CC-MC 
Difference 
PC-MC 
Age (Years) None None None 
Coffee farming experience (Years) None None None 
Education (Level 0-6)  None **(-) *(-) 
Total income (Birr) None *** (-) ***(-) 
Total land size (Ha) *(+) None *(-) 
Proportion of land allocated to coffee (%) None *(-) *(-) 
Productivity (Kg/ha)  None *(-) None 
Access to credit (0=No, 1=Yes) None None None 
Access to training (0=No,  1=Yes) None None None 
Proportion of off-farm income (%) ***(-) None ***(+) 
Type of house (Type 1-3) None None None 
Income from sold coffee (Birr) None *** (-) *** (-) 
Average price (Birr) *** (+) ***(+) *** (-) 
 
Note:   Significant at *** (1%), ** (5%), *(10%) 
   (+) = positive relationship; (-) = negative relationship 
 
We did not find significant differences in terms of age of the household head, experience in 
coffee farming, access to training, access to credit, and type of house (as an indicator of 
wealth) amongst the three groups. We found, however, significant differences in the level of 
farmers’ education: farmers that prefer multiple channels show a higher level of education, 
as compared to those delivering their coffee exclusively to either cooperatives or private 
traders. There exist also significant differences in total income between the farmers delivering 
209395-L-bw-Woubie
 
55 
 
their coffee to multiple channels and the other two groups, with the former having a higher 
level of income. Differences in the proportion of off-farm income to total income are also 
significant between groups; off-farm income share is highest amongst farmers delivering 
exclusively to private traders. Coffee productivity is significantly higher among the group of 
farmers using multiple channels. Coffee prices are considerably higher for those farmers 
delivering exclusively to cooperatives, followed by the group using multiple marketing 
channels and lowest prices are paid to those farmers selling exclusively to traders. Differences 
in the price received by these three groups are statistically significant. Furthermore, income 
from coffee is significantly higher in the group using multiple channels, followed by the 
group of farmers delivering their coffee to private traders. 
 
In summary, one of the main results derived from the ANOVA analysis is that more 
developed coffee farmers with more education, higher income, higher coffee productivity and 
a larger proportion of land allocated to coffee tend to use multiple market outlet channels. 
 
We also analyzed the factors influencing market outlet choice among member and non-
member coffee grower farmers, using four different Tobit regressions. For the first regression 
we took the proportion of coffee sold to private traders as dependent variable, and only 
members were considered in the analysis. For the second regression, the proportion of coffee 
sold to coops was taken as the dependent variable, and the analysis was conducted exclusively 
for non-members. For the third regression, we also considered the group of non-members but 
we have taken the proportion of coffee sold to private traders as the dependent variable. For 
the fourth regression we considered only members and we took the proportion of coffee sold 
to the cooperative as the dependent variable. We focus, therefore, on the factors influencing 
(1) the proportion of coffee sales by members to private traders and (2) the proportion of 
coffee sales by non-members to coops. Table 3.6 presents only the results of the first two 
models. The results of other two models (third and fourth regression results) are summarized 
in the text. 
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Table 3.6.  Factors determining market outlet choice decision of member and non  
 member coffee farmers 
Channel Proportion of coffee sold to 
private traders by 
Proportion of coffee sold to 
coffee coops  by 
Group Member  farmers Non-member farmers 
Age, (years) 0.01 (0.68) -0.02 (-5.45)*** 
Education (Level 0-6)   0.06(2.65)** -0.01. (-0.53) 
Proportion of land allocated to coffee, (%) 0.27. (2.12)* 0.14 (1.1) 
Proportion off-farm income to total income (%) -0.20. (-1.69)* -0.25. (-3.4)** 
Coffee productivity (Kg/ha) 0.64. (1.29) -2.30.(-0.88) 
Total land size (Ha) 0.01. (0.39) 0.02. (0.51) 
Access to credit (0=No, 1=Yes) 0.04 (0.26) 0.01. (0.06) 
Access to training (0=No, 1=Yes) -0.03. (-0.63) 0.16 (3.15)*** 
Index of cooperative performance (Ratio) -0.00. (-1.78)* N.A 
Satisfaction with cooperative performance, 
(0=No, 1=Yes) 
-0.45 (-8.11)*** N.A 
Second payment (Birr) -0.00. (-1.8)* N.A 
Type of house, (Level 1-3)  0.00. (0.02) 0.05. (1.39) 
Constant 0.0175387 (0.11) (0.81)*** 
Note: *,**,  and *** indicate statistical significance at 10%, 5%, 1% levels respectively.  
T-statistics are in parentheses; N.A indicates non-applicability 
 
 
According to the results of the first model (see Table 3.6, second column), six  factors have 
significantly influenced the market outlet choice decision of members in the study area: the 
level of education, proportion of off-farm income to total income, proportion of land allocated 
to coffee cultivation, index of co-op performance, amount of the second payment (dividend), 
and satisfaction on coops performance. Except land allocated to coffee production, all other 
variables have a negative relationship with the proportion of coffee sold to private traders by 
members. It is worth noting that only 35% of the surveyed members have reported to have 
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received second payment. Second payments
7
 are delivered only to members mainly by good 
performing cooperatives, such as Fero and Telamo. Most of the other coffee cooperatives in 
the study area are heavily indebted due to poor financial management and corruption of 
cooperative leaders, which forces them to allocate the benefits to debt payments (Kodama, 
2007). 
 
In the second model (Table 3.6, third column), the age of the respondent and the share of off-
farm income to total income have a negative influence on the proportion of coffee sold to 
cooperatives by non-members, while access to training has a positive influence.  
 
The results of the third model (e.g. non-members selling to private traders) indicate that only 
four variables i.e., age of the household head, education, proportion of off-farm income to 
total income, and coffee productivity positively influence the proportion of coffee sold to 
private traders by members. Members with a higher proportion of off-farm income, better 
educated and more productive farmers sell a higher proportion of their coffee to private 
traders. According to the results of the fourth model (e.g. members selling to their 
cooperative), respondents’ age and proportion of off-farm income to total income influence 
positively the proportion of coffee sold to cooperatives by members. Furthermore, the index 
of cooperative performance, member satisfaction about cooperative performance and the 
dividends paid to members do have a positive influence on the proportion of coffee sold to 
coops. 
 
In summary, the results presented above suggest that among cooperative members, younger 
farmers with better education, higher proportion of off-farm income to total income, and 
higher share of land allocated to coffee tend to diversify their market channel by selling a 
proportion of their production to private traders. Farmer delivering exclusively to the 
cooperatives seems to be the older and show a relative inferior individual performance. 
Among non-members, however, younger farmers with a lower proportion of off-farm income 
are more likely to use the cooperative outlet channel through their friends or relatives. Our 
results have important implications for the management and future of cooperatives, as well as 
for the assessment of their development impacts, as we discuss in the following section.  
                                                 
7
 Second payment is the remaining amount distributed to coffee farmers at the end of the season after coffee 
sales have been realized and all requisite deductions taken.  
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3.5.  Discussion and Conclusions 
 
In this section we discuss the following major findings of the study: (a) Coffee cooperative 
members sell a remarkable proportion of their production to private buyers, despite the fact 
that the latter offer, on average, a lower coffee price, (b) A significant percentage of non-
member coffee farmers surrounding cooperatives in the study area report to sell a proportion 
of their production to the coops through the mediation of acquaintances, (c) Cooperative 
performance significantly affects selling decision of coffee farmers, and (d) Older, poorer, and 
low-performing coffee farmers, in terms of productivity and other indicators, sell a higher 
proportion of their coffee to their coops, as compared to less poor, younger, and better 
performing coffee farmers.  
 
Several factors might explain why cooperative members deliver a remarkable proportion of 
their production to private buyers in the study area. First, cooperative statutes do not require 
members to sell only to their own cooperative. Secondly, cooperatives typically face working 
capital constraints, which often make them unable to pay with cash at the spot during coffee 
delivery season. Small-scale farmers in Ethiopia are often poor and resource-constrained, thus 
having a high preference for immediate cash, and therefore the delay in payment may 
significantly reduce their incentives to sell to the cooperative (Fischer and Qaim, 2011).  
 
About 43 percent of members in our sample said that they were paid in the form of a voucher. 
A voucher is provided when cooperatives are able to pay only a part of the coffee purchased 
from members upfront. According to survey respondents, the time required to pay the 
remaining balance might be a week or more, depending on the cooperative's cash availability. 
Also due to financial constraints, coffee cooperatives are seldom able to buy the full 
production from members. In addition, some respondents mentioned mistrust in the weighing 
system of cooperatives as another reason for selling to private buyers. Kodama (2007; 2009) 
has found that Ethiopian coffee cooperatives could not buy all the Fair Trade certified coffee 
from members due to lack of enough working capital. Members were then obliged to sell a 
proportion of the certified coffee to private buyers, thus losing the opportunity to receive a 
price premium (see also Chapter 5). Finally, the late start of coffee buying by cooperatives 
due to the lengthy process of accessing credit is another reason farmers mentioned to sell their 
produce to private buyers at the beginning of coffee harvest. These problems might easily 
result in member disloyalty (Nilsson et al., 2009) and motivate the switching to another buyer, 
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which typically undermines collective action. Furthermore, low levels of member patronage
8
 
might also create a vicious cycle of capitalization problems and lack of member commitment. 
 
On the other hand, most private buyers offer immediate cash payments. Furthermore, private 
buyers use to give advance payments to coffee farmers, even before the harvest season, as a 
loan, while this option is difficult for coffee cooperatives due to the previously mentioned 
capital constraint problems. In the short to medium-term, a low level of patronage might 
undermine the cooperative’s ability to invest in inputs, services and market infrastructure for 
its members. Side-selling by members thus poses a serious threat to the viability of 
cooperatives.  
 
As shown before, a very high proportion of non-member coffee grower farmers surrounding 
cooperatives in the study area report to sell part of their production to the cooperatives and to 
receive dividends through their friends and relatives using these relationships as an economic 
network. This reveals a high reluctance among farmers to pay the cooperative entrance fee, 
which is about 300 Birr (around US$ 18), a not negligible amount of money for most of 
coffee farmers in the study area. This finding has some important implications. First, the 
distinction between members and non-members becomes blurred. Secondly, it shows a high 
demand for cooperative services at the local level but also a high incidence of free-riding (a 
low willingness to pay for these services). Thirdly, this pattern of use of the cooperative 
services suggests that the contribution of marketing cooperatives to rural economic 
development in the study area goes beyond the induced changes in the membership base. This 
is supported by Bernard and Spielman (2009) and Bernard et al. (2010), who argue that in 
Ethiopia non-members reap benefits from cooperatives due to different sorts of regional 
spillover effects.  
 
As far as we know, ours is the first study reporting such high levels of disloyalty and free-
riding among coffee cooperatives in Ethiopia. Much more attention should be paid to this 
phenomenon, and particularly to the assessment of its incidence and implications among other 
coffee cooperatives and regions. 
 
                                                 
8 Members selling their coffee to their own cooperative. 
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Even though the determinants of differences in cooperative performance were not directly 
analyzed (see Chapter 4 for a further in-depth analysis), from the interviews and field 
observations we hypothesize that the quality of leadership plays a very important role in 
explaining the differences, as it has been reported in other parts of the world (Nilsson et al, 
2009). Unlike many other countries where cooperatives are managed by professional 
managers, in the study area almost all coffee cooperatives are managed by elected committee 
members. Our results indicate that members in high performing cooperatives tend to trust 
their leaders more and they consider them as less corrupt compared to members in low 
performing cooperatives. There is a generalized perception among members of poor 
performing cooperatives that corruption is rampant. Furthermore, members of poor 
performing cooperatives complain about inadequate access to market information, which lead 
them to distrust cooperative leaders. Good performing cooperatives provide members with 
better services such as transportation, grinding mill, distribution of various essential products 
for the households such as sugar, oil, salt, etc. Furthermore, good performing cooperatives are 
more likely to pay dividends to members. They also pay better prices. It is therefore 
reasonable to expect a positive relationship between performance and the share of coffee 
production sold to the co-op.  
 
The results presented above suggest that older, poorer, and low-performing coffee farmers (in 
terms of a combination of low education, low productivity, low proportion of off farm income 
to total income, and low proportion of land allocated to coffee production) sell a higher 
proportion of their production to their cooperatives, as compared to less poor, younger and 
better performing coffee growers. In Ethiopia, most of the coffee marketing cooperatives were 
founded by coffee farmers during the 1960s and 1970s and founding members (nowadays 
belonging to the category of older farmers) are likely to have a stronger commitment to their 
cooperatives and therefore allocate a higher share of their coffee production to this marketing 
channel. In line with our results, Klein et al. (1997) and Fischer and Qaim (2012)report that 
older farmers tend to patronize more to cooperatives.  
 
Farmers with a smaller proportion of land allocated to coffee production and lower income 
might have higher incentives to sell to the cooperative as a way to deal with their low 
bargaining power vis-à-vis private traders (Francesconi and Ruben, 2007). However, a study 
conducted in Ethiopia reports that the poorest households actually tend not to participate in 
marketing cooperatives, mainly because they are not willing or able to pay the required 
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financial contribution (Bernard and Spielman, 2009). Our results shed some doubts about 
taking only formal affiliation as a proxy for the benefits that cooperatives provide to (poorer) 
farmers. We have found that farmers might actually benefit from some of the cooperative’s 
services, even though they are not formal members.  
 
Our results also show that less educated coffee farmers prefer to deliver a higher proportion of 
their production to the cooperatives. Nonetheless, Bernard (2007) reports that Ethiopian 
smallholders commercializing through cooperatives are relatively more educated. In the same 
line, Zheng et al. (2011) found that education level has a positive and significant impact on 
cooperative participation among Chinese farmers in Jilin Province, suggesting that better 
educated farmers are more willing to accept new cooperative production styles. Wollni and 
Zeller (2007) also report a positive relationship between education and coffee delivered to 
cooperatives in Costa Rica. More studies would be needed to assess to what extent there is a 
generalized relationship between level of education and market outlet choice among coffee 
farmers in Ethiopia.  
 
The fact that lower-performing farmers sell a higher proportion of their coffee to their 
cooperatives has several implications. Marketing cooperatives in rural Ethiopia were initially 
established with the aim of helping the rural poor to enter modern markets, and by doing so to 
improve their income. From this perspective, our results show that in the study area coffee 
cooperatives have indeed been effective in targeting the most vulnerable (i.e. old, low 
education and low performing) farmers, in line with the social role of cooperatives (Develtere 
and Pollet, 2008). Nonetheless, this particular targeting strategy might have a negative 
influence on the sustainability of marketing cooperatives, since this type of farmers are less 
productive and less likely to engage in quality improvement and other types of innovation 
activities (which are necessary to remain as an important players in the sector). Compared to 
competitors, cooperatives that target older, lower-education and lower-productivity farmers 
might be more prone to be caught in traps of low performance and low levels of 
capitalization, which might jeopardize their competitiveness in the long run. Our results 
indicate therefore that there might be a tension between social objectives and entrepreneurial 
functions among coffee marketing cooperatives in the study area. Cooperatives must balance 
community norms of social inclusiveness and solidarity with business strategies that 
emphasize professionalism and competitiveness. 
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CHAPTER 4  
 
TRUST, LOYALTY AND PATRONAGE: IMPACT ON COOPERATIVE 
PERFORMANCE AND FARMERS LIVELIHOODS  
 
 
Abstract 
This chapter empirically investigates the relationship between cooperative organization and 
collective performance and farmers’ livelihoods. Data were collected in 2011 from a random 
sample of small-scale coffee grower farmers in Sidama zone, Southern Ethiopia. We found 
high performance variability amongst coffee cooperatives in the study area. The results reveal 
that members in high performing coffee coops trust their coops more than members in low 
performing coops, although higher trust does also result in higher levels of patronage. Using 
propensity score matching method, the effects of cooperatives with different performance 
levels on members’ livelihoods were analyzed. We found empirical evidences showing that 
indeed high performing coffee coops are serving their members better than low performing 
coops. We conclude that being a cooperative member is not enough to reap the gains of 
collective action.  
 
Keywords: Cooperatives; performance; trust; coffee; Ethiopia. 
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4.1.  Introduction 
 
In Ethiopia, agriculture is a prominent industry, accounting for 43% of Gross Domestic 
Product (GDP) in 2011 (MoFED, 2013). Close to 84% of the rural poor are smallholders, who 
largely depend on agriculture for their livelihoods (CSA, 2012). Therefore, poverty alleviation 
strategies require paying due attention to the conditions and institutional settings that enable 
smallholders to participate in local and (inter)national markets (Hellin et al., 2006; Ruben and 
Heras, 2012). In this respect, there is a particular role for agricultural marketing cooperatives. 
Agricultural cooperatives are considered as important rural organizations for supporting 
livelihood development and poverty reduction in Ethiopia, since they can facilitate market 
integration of smallholders and by doing so they are enhancing food security and promoting 
rural economic development.  
Marketing cooperatives can reduce transaction costs by creating economies of scale for input 
supply, technological transfer or joint marketing, or by facilitating concerted action between 
farmers for information and knowledge exchange. Hence, cooperatives can be considered as 
transaction-cost reducing institutional device (Staal et al., 1997). They might also increase the 
bargaining power of smallholders vis-à-vis other value chain actors through joint supply 
systems or indirectly by means of increasing local selling prices (see Chapter 3).  
Cooperatives are complex organizations, whose performance depends on a variety of internal 
and external variables along four main domains: group characteristics (e.g. group size, group 
composition, leadership); organizational structure (e.g. rules and decision making 
procedures); the activities undertaken (e.g. types of products and markets in which they 
operate) and the external environment (e.g. policies, availability of public goods, etc.) 
(Makelova et al., 2009). Using a uniform performance indicator (here: profits per member), 
we find that coffee cooperatives in the study area show a significant level of variability with 
regards to their economic outcomes. Although the existence of variability of cooperative 
performance is well-known, we still understand little about the underlying factors affecting 
collective action results and their implications for members, particularly in rural settings.  
 
Understanding the factors influencing the performance of agricultural marketing cooperatives 
requires taking into consideration not only organizational elements, but also of the dynamics 
of collective action (i.e. factors enabling groups to achieve common goals). In this chapter, we 
therefore explore the relationship between members’ attitudes and perceptions, their factual 
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patronage behavior, and the organizational performance outcomes at co-op level. We focus 
attention on aspects of trust and loyalty that are commonly mentioned as key mediating 
variables for collective action (Coleman, 1987; Putnam et al., 1993; Ostrom, 1994; Woolcock, 
1998). 
 
The potential benefits of trust have been extensively explored in different fields. However, 
significantly less attention has been devoted to examine empirically how trust within the 
group might affect individual economic performance (Dirke and Ferrin, 2001). A study by 
Bakus et al. (2007) on the impact of trust on cooperative membership, performance, and 
satisfaction in the Hungarian horticulture sector shows that trust has significant and positive 
effect on members’ performance, by means of improving group cohesion. A similar study 
dealing with the impact of trust on cooperative membership retention, performance, and 
satisfaction in Southern USA (Hansen, 2001) shows as well that trust has a positive effect on 
member performance. Using survey data from 67 German small and medium-sized 
enterprises, Schumacher (2006) found that high trust levels are a good predictor of alliance 
success. However, to the best of my knowledge, there are no empirical studies available 
showing the relationship between trust in the group and individual economic performance in 
Ethiopia. Little attention has been devoted in the literature to the relationship between 
cooperative performance and farmers’ economic welfare outcomes.  
 
The objectives of the present study are as follows: (1) assessing the perceptions of members in 
both high and low performing coffee cooperatives; (2) analyzing the relationship between 
collective action indicators and members’ economic performance; and (3) estimating the 
effects of high and low performing coffee coops on the livelihoods of member coffee farmers. 
We seek answers to these questions by examining and drawing inferences from the coffee 
producing farm households and marketing cooperatives operating in southern Ethiopia. 
 
The remainder of this chapter is structured as follows: Section 4.2 presents a review of the 
literature on trust, loyalty, social capital, and agricultural cooperatives. Section 4.3 describes 
the procedures for data gathering and the econometric methods used in this study. Section 4.4 
presents the main findings of the study and section 4.5 discusses the findings and draws some 
policy implications. 
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4.2.  Trust, social capital and agricultural cooperation 
Agricultural cooperatives represent a hybrid form of organization (i.e. both a voluntary 
association and a business firm), with a particular mix of coordination and control 
mechanisms in various degrees (Chaddad, 2012). Agricultural cooperatives are mainly 
established to overcome market failures, reduce transaction costs and address problems of 
information asymmetry (Bijman and Hendrikse, 2003; Levi and Davis, 2008). Obviously, 
farmers join a cooperative in order to fulfill a concrete goal that might be: obtaining cheaper 
inputs, getting better prices, more secure/stable access to input — output markets or more 
effective bargaining capacity (Di Falco et al., 2007). 
 
Cooperative members are expected to be committed to market their produce or purchase 
inputs through their cooperatives (Thyfault, 1996). However, members’ commitments are 
intrinsically based on mutual trust among them (Hansen et al., 2001). The performance of 
cooperatives mainly depends on their ability to establish and maintain members’ trust, 
confidence and commitment (Ruben and Heras, 2012).  
 
The role of trust in organizational settings could be explained by using the theory of social 
capital. Although there is no universally accepted definition of social capital, it can be 
characterized as the relationship between trust and norms of reciprocity through relationship 
networks and institutions, where every factor might influence each other and can reinforce or 
hinder the degree of cooperation (Putnam, 1995). In order to define the different functions of 
social capital, it can be disaggregated into bonding and bridging elements (Gittell and Vidal, 
1998), broadly related to internal exchange mechanisms and external relationships. 
 
For social capital to grow, the creation and preservation of trust within groups is essential. 
According to Khan et al. (2007),trust creates social cohesion and gives meaning to and 
sustains a network of people. Furthermore, Dasgupta (2005) states that “trust is the key to co-
operation” and Fukuyama (1995) points out that “trust acts like a lubricant that makes any 
organization run more effectively”. Therefore, by enhancing commitment and fostering a 
closer bonding between individuals within the organization, trust might enhance the 
performance of cooperatives. Trust manifests itself in personal relationships such as respect 
and reciprocity (Dasgupta 2005; Morris et al., 2006; Woolcock, 1998).  
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Although various viewpoints on trust exist, it can be defined as the extent to which one 
believes that others will not act to exploit one’s vulnerabilities (Hansen et al., 2002). Co-op 
members may develop affective- and cognition-based trust amongst themselves. McAllister 
(1995) defines affective trust as the emotional bonds between members. On the other hand, 
cognition-based trust arises from reiterative interactions. Therefore, trust might have some 
cognitive and affective characteristics. Trust between members may lead to the development 
of group cohesion, i.e. the bondage or commitment of members. Bollen and Hoyle (1990) 
discuss the different factors and various forms of trust leading to group cohesion. They 
explain the source of group cohesion as an individual’s sense of belonging to a particular 
group and his or her feelings of morale associated with membership in the group. This sense 
of belonging is composed of cognitive components (e.g. past experiences with group 
members, expectations from membership), whereas morale feelings are based on affective 
components. Bollen and Hoyle (1990) conclude that the level of trust among members is more 
important in determining group cohesion than the level of trust of members towards the 
management.  
 
Several authors (Coleman, 1987; Putnam et al., 1993; Ostrom, 1994; Woolcock, 1998; 
Grootaert, 2001) have indicated that trust plays a key role in overcoming collective action 
constraints through producing positive effects on perceptions, attitudes, and behavior and 
performance outcomes within organizational settings. They further argue that both types of 
trust (affective and cognitive) are likely to have a positive effect upon cooperative members’ 
economic performance (Dirks and Ferrin, 2001; Hansen et al., 2002). Following the above 
outlined arguments, we put forward the following working hypotheses:  
a) Member’s in high performing coffee coops exhibit more trust in their coops than members 
in low performing; 
b) Members in high performing coffee coops are more loyal to their cooperative compared to 
members in low performing coops in terms of the amount of coffee sold to the co-op; 
c) Members of high performing coffee coops perceive better incentives for coffee upgrading 
(in terms of yields and the amount of land allocated to coffee) and receive more livelihood 
benefits as compared to low performing coffee coops.   
 
These hypotheses together provide adequate insight in the interactions between cooperative 
organization and performance, and their impact on members' conduct and livelihood 
outcomes. 
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4.3.  Materials and Methods 
 
The household data used in this study were collected through a survey administered to small-
scale coffee grower farmers from June 2010 to January 2011 in five districts (Dale, Wonsho, 
Shebedino, Alta Wondo, and Aleta Chuko) of the Sidama Zone, one of the main coffee 
producing areas of Ethiopia. The study area is located 320 km south of the capital, Addis 
Ababa. 
 
Sidama Union is one of the 10 marketing Cooperative Unions established in Ethiopia to 
export coffee on the behalf of smallholder coffee farmers. Using a stratified random sampling 
method, we selected 10 primary coffee cooperatives belonging to Sidama Cooperative Union, 
all located in the same agro-ecological area, but with rather diverse economic performance. 
Five coops are considered as high-performing and five other coops are characterized as low-
performing (see Annex A), according to our indicator of cooperative performance. This 
indicator is based on the average net profit per member during three consecutive years. We 
calculated its value using secondary data from local cooperative offices (to which primary 
coops have to report their accounts regularly).  
 
Both members and non-member coffee farmers of selected primary coffee cooperatives were 
included as a target population of our research. The members sample was drawn randomly 
from the registration lists of the selected cooperatives. Non-members were selected randomly 
using the list of coffee farmers gathered by the rural district co-op offices in the area where 
we conducted the research. The resulting sample includes 1,400 households (700 co-op 
members and 700 non-members). Two similar survey instruments (questionnaires) were used 
for gathering information from members and non-members separately. For data processing 
and analysis we used Stata version 10. 
 
The survey allowed us to gather information about socio-economic and demographic 
characteristics of the households and households’ perception regarding cooperative 
performance. In an effort to complement quantitative data with qualitative information, 
informal discussions were also held with various relevant cooperative stakeholders at district, 
zonal, regional, and federal level, as well as with leaders of the Sidama Union and co-op 
experts. Sample descriptive statistics are provided further below. We applied 3 consecutive 
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steps in the analysis: 
 
a) Analyzing members perception on cooperative conduct and performance  
 
Our first objective is to evaluate perceptions about the relationship between members and the 
cooperatives (expected to be influenced by the level of cooperative performance). Perceptions 
were estimated using a Likert scale. We used a five-digit Likert scale indicating the intensity 
of agreement with a list of statements or questions related to different aspects of the 
relationship between members and the cooperative. In this study, due to the scale adopted, a 
lower value denotes a higher level of agreement with the statement, a higher level of 
satisfaction or a better evaluation of performance.   
 
b) Approximating key factors affecting cooperative performance 
Principal component analysis (PCA) is then used as a mathematical procedure that transforms 
a number of (possibly) correlated variables into a (smaller) number of uncorrelated variables, 
called principal components. Based on the estimation, the principal components identified by 
PCA may then be used as predictor or criterion variables in subsequent analyses. We used this 
procedure to cluster member perceptions around variables of (internal) Trust and Loyalty. We 
subsequently analyze the impact of trust and loyalty on members patronage (sales to the 
coops) using a Heckman regression model that controls for self selection. 
 
c) Analyzing the impacts of cooperative performance  
 
In this part of the study our objective is to estimate impacts of cooperative performance on 
members’ livelihood. We first elaborate on the methodology of estimating unbiased 
treatment effects on the treated. Since we are interested in how cooperative performance 
affects the outcome of cooperative members (in high and low performing coops), we want to 
estimate in an un-biased way the average treatment effects on the treated (ATT). Since we 
cannot observe how the outcome levels would have looked like without membership, we face 
the problem of missing data on the counterfactual. The challenge here is to identify a suitable 
control group among those coffee farmers who are not members, but can be used as a 
counterfactual. Due to non-random self-selection of farmer coops —in both high and low 
performing coops — we cannot automatically compare outcomes of members and non-
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members, but we need to account for self selection bias. 
In this type of studies there are usually two potential sources of biases. First, co-op members 
both in high and low performing coops may differ from non-members with respect to 
observed characteristics, such as wealth, age or education. We control for these observed 
characteristics by using propensity score matching (PSM). The main idea of PSM is to 
construct a suitable comparison group with non-member farmers that are similar to co-op 
members in all relevant observed characteristics (Caliendo & Kopeinig, 2008). Secondly, 
members both in high and low performing coops may differ with respect to unobserved 
characteristics, such as motivation and commitment. PSM cannot control for unobservable 
bias. In this case we test the robustness of the impact results through alternative model 
specifications and by using different matching algorithms.  
 
The effect of co-op membership is modeled in two stages, applying a PSM and Diff-in-Diff 
approach. In the first stage, from a probit model we generate propensity scores, which indicate 
the probability of a farmer to be a co-op member. Then we construct a control group by 
matching co-op members to non-members according to their propensity scores. Members for 
whom an appropriate match cannot be found, as well as non-members not used as matches, 
are dropped from further analysis. In the second stage, we calculate the ATT of co-op 
membership on outcome variables using matched observations of members and non-members. 
The PSM estimator of the ATT is the difference in outcomes between treatment and control 
group appropriately matched by the propensity score.  
 
In order to assess co-op impacts from a wide perspective we relied on a broad set of outcome 
variables. We use the following key outcome indicators: revenues from coffee, coffee price, 
productivity of coffee fields, access to credit, savings, and access to technical assistance. 
These variables permit assessing the potential welfare effects of co-op membership. 
 
4.4.  Results 
 
Differences in the socio-economic attributes of members of high and low performing coffee 
cooperatives were assessed with t-tests. Results are summarized in Table 4.1. Differences 
between the two groups were not significant for the following variables: age and education of 
the household head, family size, and access to credit and to technical assistance. However, 
members of high performing coops are on average more productive and receive higher prices 
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and dividends, which are reflected in higher coffee income. Farm size in both groups is small, 
but even smaller among members of low-performing cooperatives. The amount of coffee 
produced is statistically higher among members of high-performing cooperatives, who also 
allocate a higher proportion of their land to coffee production and hold on average a longer 
experience in coffee farming, as compared to members of low-performing cooperatives.  
 
Table 4.1.  Member characteristics in high- and low-performing coffee cooperatives 
Variables Performance status Mean Std. Deviation Significance 
Age High performing 49.79 14.89 0.464 
Low performing 48.96 15.15 
Level of education  High performing 2.01 1.38 0.419 
Low performing 1.93 1.42 
Proportion of land 
allocated for coffee 
High performing 0.49 0.19 0.000*** 
Low performing 0.42 0.20 
Productivity High performing 2495.86 1518.77 0.015* 
Low performing 2218.30 1455.15 
Total family size  High performing 7.60 2.72 0.818 
Low performing 7.56 2.53 
Farming experience  High performing 29.99 12.99 0.090* 
Low performing 28.35 12.50 
Average price High performing 3.82 0.93 0.010* 
Low performing 3.60 1.36 
Dividend received High performing 192.83 386.22 0.000*** 
Low performing 23.46 91.48 
Access to credit High performing 0.03 0.18 0.507 
Low performing 0.03 0.16 
Access to technical 
assistance  
High performing 0.37 0.48 0.393 
Low performing 0.40 0.49 
Amount of coffee High performing 1150.13 1394.13 0.013* 
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sold Low performing 909.76 1096.90 
Coffee income High performing 4482.09 5542.42 0.020* 
Low performing 3581.93 4635.92 
 
Note: *, **, and *** denote significance at the 10%, 5%, and 1% level, respectively. 
 
Table 4.2 presents the summary of the t-tests for comparing perceptions about the relationship 
between members and the cooperatives (expected to be influenced by the level of 
performance). Perceptions were estimated using a Likert scale indicating the intensity of 
agreement with a list of statements (indicated in the table) or questions related to satisfaction 
with the cooperative’s performance or the evaluation of leaders’ abilities. Note that, due to 
the scales adopted, a lower value denotes a higher level of agreement with the statement, a 
higher level of satisfaction or a better evaluation of performance.  
 
Table 4.2.  Perceptions of member coffee farmers about cooperative performance   
 
  Indicators High performing 
coops 
Low performing 
coops 
Significance 
level 
Mean S.E Mean S.E 
I can trust the executive committee 
(board) 
3.29 1.138 3.63 1.203 0.000*** 
I can trust members of the cooperative 2.43 0.952 2.43 .936 0.986 
I can trust the chairperson  3.05 1.198 3.42 1.246 0.000*** 
I trust my cooperative 2.58 1.139 3.12 1.243 0.000*** 
I am loyal to my cooperative 1.81 0.756 2.03 .990 0.001** 
My cooperative is loyal to me 2.61 1.129 3.17 1.278 0.000*** 
The leaders of the cooperatives are very 
corrupt 
3.34 1.102 2.90 1.195 0.000*** 
The cooperative is characterized by 
corruption 
3.22 1.151 2.76 1.282 0.000*** 
The cooperative provides the expected 
benefits to the members 
3.82 1.109 4.16 .975 0.000*** 
I have more trust in female members of 
cooperatives than in male members 
3.39 1.147 3.40 1.192 0.872 
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I have more trust in male members of 
the cooperative than in female members 
3.56 1.072 3.68 1.070 0.135 
I deliver to the co-op because I believe 
in the co-op system 
1.71 0.773 1.89 .957 0.007**
 
I deliver to the co-op because I feel like 
an owner of it 
1.70 0.805 1.94 1.064 0.001** 
I am more interested in the price of the 
product than the relation with the buyer 
2.88 1.398 2.53 1.490 0.001** 
In our cooperative there is lack of 
transparency, we do not know what our 
executive committee is doing 
2.25 1.155 1.95 1.120 0.000*** 
We are not properly informed about 
when the general assembly takes place. 
2.84 1.283 2.26 1.139 0.000*** 
The communication between leaders 
and member is very good 
3.04 1.15 3.61 1.210 0.000*** 
What is your level of satisfaction with 
your cooperative performance? 
2.32 1.046 2.91 0.986 0.000*** 
How do you rate cooperative leader’s 
capability and technical skills? 
2.35 1.037 2.91 1.194 0.000*** 
 
Note: *, **, and *** denote significance at the 10%, 5%, and 1% level, respectively. 
 
Hereafter, we conducted Principal Component Analysis based on the statement outline before. 
Two clear components arise, representing respectively 'Trust' (PC1) and 'Loyalty' (PC2) (see 
Table 4.3). These two components explain up to 73.7 percent of the total variance in the data.  
 
 Table 4.3.  Principal components derived from PCA estimation 
 
Statements  Component 
PC1 
(trust) 
PC2 
(loyalty) 
I can trust the executive committee (board) 0.858 0.211 
I can trust the chairperson  0.862 0.185 
I trust my cooperative 0.769 0.380 
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The communication between leaders and members is very good 0.753 0.038 
My cooperative is loyal to me 0.792 0.353 
 
I am loyal to my cooperative 0.240 0.735 
I deliver to the cooperative because I believe in the co-op system 0.161 0.896 
I deliver to the cooperative because I feel like an owner of it 0.197 0.903 
 
Notes: Extraction Method: Principal Component Analysis. 
 Rotation Method: Varimax with Kaiser Normalization. 
 
There are significant differences along different indicators of trust between high and low 
performing cooperatives, being the level of stated trust in the board, members and the 
chairperson consistently higher among the members of high performing coops. With regards 
to corruption and technical/managerial skills, leaders of high performing coops hold a better 
image among the members of high performing coops, as compared to those of low performing 
coops. Members of high performing coops also have a better perception about cooperative’ 
communication, loyalty and capacity to deliver services. They also report to be more loyal to 
the cooperative, as compared to members of low performing coops. The latter are 
considerably more likely to state that their selling behavior is basically driven by price. 
Overall, the level of satisfaction with the co-op is significantly higher among members of high 
performing cooperatives. 
 
Perceptions and patronage behavior 
 
 
We suppose that the perceptions of members may affect the patronage behavior of member 
(e.g. the proportion of total production sold to the cooperative). In order to test this 
hypothesis, we conducted a Heckman two stage regression, controlling for other independent 
variables that might also influence patronage. The results are presented in Table 4.4. We find 
that age of the household head, as well as both trust and loyalty of members significantly and 
positively affect the proportion of coffee production sold and delivered to the cooperative. 
Note that the significant coefficient for the Inverse Mill's ratio indicates that the outcomes 
effectively control for inherent selection bias that drives membership of the cooperative. 
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Table 4.4.  Factors affecting the proportion of coffee sold to the cooperative (N=700) 
Independent Variables  Coefficient. Std.error T-stat p>z 
Inverse mill’s ratio 0.06     0.03 1.96   0.051*     
Age of household head  -0.00    0.00  -2.69      0.007**     
Educational level  -0.01   0.01 -0.41      0.681     
Land allocated to coffee -0.04   0.04  -1.00     0.317     
Access to credit  -0.04   0.08       -0.49      0.626     
Access to technical assistance  0.01   0.03       0.47     0.642     
Trust -0.10 0.01 -7.42   0.000***     
Loyalty -0.16 0.01     -11.43        0.000***     
Constant  0.80    0.07       1.25.  0.000 *** 
 
Note: *, **, and *** denote significance at the 10%, 5%, and 1% level, respectively. 
 
Impacts of cooperative performance   
 
In order to be able to apply a propensity score matching, we estimate two probit models of 
coffee farmers’ likelihood of joining in to coffee cooperatives. The two probit (one for high-
performing and the other one for low-performing cooperatives) estimation results are shown 
in Table 4.5 and 4.6. The variables age of the household head, religion, years of engagement 
in coffee farming, total family size, and land allocated to coffee production have a significant 
effect on the probability of participation in high-performing cooperatives. Similarly, factors 
such as age of the household, years of coffee farming, total family size, and land allocated to 
coffee cultivation affect the probability of participation of coffee farmers in low-performing 
coffee cooperatives. 
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Using propensity score matching methods, we assessed the impact of cooperative 
performance on different livelihood indicators at the member farm-household level. As 
explained in the methodology section, non-member coffee producers were used as the control 
group (as comparison for members of both high- and low-performing cooperatives). 
Regardless of the estimation methods used, the results consistently suggest that high-
performing coffee cooperatives induce significantly larger positive impacts on members 
coffee income, productivity and price (see Table 4.7 and 4.8), as compared to the effects of 
low-performing cooperatives.   
 
Matching outcomes for the low performing coops show few significant results. Only for 
coffee revenues and access to technical assistance positive outcomes are registered. Moreover, 
the level of revenue gains is about half lower than those reached in high performing coops. 
Consequently, farmers in low performing cooperatives receive limited pay-offs from their 
cooperative membership. 
 
On the other hand, significant and sometimes large effects are registered for members of high 
performing cooperatives. Note that these effects are already corrected for individual 
characteristics that might contribute to higher incomes or yield. They can thus unambiguously 
be attributed to the cooperative membership. However, the latter is of course also influenced 
by the productive conduct of the member households. This interaction is difficult to capture 
fully, but we tried to control for this through the use of the selection bias correction model. 
 
Positive net effects on members are found for coffee prices and productivity (yield), resulting 
in higher coffee revenues. While both prices and yield are significant, the productivity effect 
is substantially larger (see also Chapter 3). No credit effects are registered, indicating the 
cooperative membership is not (yet) functioning as a collateral for borrowing, while the 
cooperative itself also does not provide any credit services. Incentives for individual savings 
did increase, however, thus permitting in-depth investments financed from own resources. 
Finally, also positive effects on technical assistance are reported, enabling coffee farmers to 
adopt improved agricultural practices (sometimes related to efforts to obtain coffee 
certification; see Chapter 5). 
209395-L-bw-Woubie
 
 
T
ab
le 4
.7
. 
M
atch
ed
 resu
lt o
f h
ig
h
-p
erfo
rm
in
g
 co
o
p
erativ
es  
O
u
tco
m
e v
ariab
les  
K
ern
el-b
ased
 m
atch
in
g
 
5
 n
earest n
eig
h
b
o
rs m
atch
in
g
 
R
ad
iu
s m
atch
in
g
 
A
T
T
 
S
td
. erro
r
 
A
T
T
 
S
td
. erro
r
 
A
T
T
 
S
td
. erro
r
 
R
ev
en
u
es fro
m
 co
ffee
 
2
8
1
9
.1
0
*
*
*
   
 7
1
6
.0
2
 
2
9
8
5
.5
5
*
*
*
 
 6
2
0
.2
1
 
2
5
3
6
.5
6
*
*
*
    
 3
0
5
.4
0
 
C
o
ffee p
rice
 
0
.3
0
*
 
0
.2
2
 
0
.4
3
*
*
  
0
.1
6
 
0
.2
7
*
*
*
 
0
.0
6
 
P
ro
d
u
ctiv
ity
 o
f co
ffee
 
4
4
6
.8
0
*
 
3
9
6
.8
6
 
5
7
8
.6
4
*
*
 
2
5
8
.2
5
 
1
9
4
.1
4
*
*
 
8
9
.9
1
 
A
ccess to
 cred
it 
0
.0
2
  
0
.0
4
 
0
.0
2
    
0
.0
3
 
0
.0
1
   
0
.0
1
 
S
av
in
g
s
 
0
.1
3
*
*
 
0
.0
6
 
0
.1
5
*
*
   
0
.0
5
 
0
.1
2
*
*
*
   
0
.0
2
 
A
ccess to
 tech
n
ical assistan
ce
 
0
.2
3
*
*
 
0
.1
0
 
0
.1
9
*
*
  
0
.0
8
 
0
.1
3
*
*
*
 
0
.0
3
 
 N
o
te: *
, *
*
, an
d
 *
*
*
 d
en
o
te sig
n
ifican
ce at th
e 1
0
%
, 5
%
, an
d
 1
%
 lev
el, resp
ectiv
ely
. 
 T
ab
le 4
.8
.  
M
atch
ed
 resu
lt o
f lo
w
-p
erfo
rm
in
g
 co
o
p
erativ
es 
O
u
tco
m
e v
ariab
les  
K
ern
el-b
ased
 m
atch
in
g
 
5
 n
earest n
eig
h
b
o
r m
atch
in
g
 
R
ad
iu
s m
atch
in
g
 
A
T
T
 
S
td
. erro
r
 
A
T
T
 
S
td
. erro
r
 
A
T
T
 
S
td
. erro
r
 
R
ev
en
u
es fro
m
 co
ffee  
1
1
6
2
.5
0
 
1
0
0
9
.8
1
 
8
3
5
.7
4
*
 
6
1
8
.2
1
 
1
3
1
1
.3
2
*
*
*
 
2
6
1
.4
3
 
C
o
ffee p
rice
 
0
.1
2
 
0
.4
3
 
0
.1
2
 
0
.4
3
 
0
.0
5
 
0
.0
8
 
209395-L-bw-Woubie
 
 
P
ro
d
u
ctiv
ity
 o
f co
ffee
 
-7
3
.7
8
 
3
7
5
.6
6
 
-4
7
.6
4
 
3
0
4
.5
1
 
3
5
.7
6
 
8
8
.4
7
 
A
ccess to
 cred
it 
0
.0
2
 
0
.0
3
 
0
.0
2
 
0
.0
3
 
0
.0
1
 
0
.0
1
 
S
av
in
g
s  
0
.0
1
 
0
.1
2
 
0
.0
1
 
0
.0
7
 
-0
.0
3
 
0
.0
2
 
A
ccess to
 tech
n
ical assistan
ce
 
0
.1
7
 
0
.1
6
 
0
.0
9
 
0
.1
0
 
0
.0
7
*
*
 
0
.0
3
 
 N
o
te: *
, *
*
, an
d
 *
*
*
 d
en
o
te sig
n
ifican
ce at th
e 1
0
%
, 5
%
, an
d
 1
%
 lev
el, resp
ectiv
ely
. 
    
209395-L-bw-Woubie
 
80 
Figure 4.1.  Propensity distribution for high-performing cooperatives 
 
 
Figure 4.2.  Propensity score distribution for low-performing cooperatives 
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4.5.  Discussion and conclusions 
 
In this final section, we discuss the following major findings of this study: (a) members in 
high performing coffee coops hold a higher level of trust than members in low performing 
coops (b) members’ trust and loyalty, used here as collective action indicators, influence 
farmers’ patronage behavior; and (c) high performing cooperatives induce larger positive 
impacts on their members’ livelihood, as compared to low-performing coffee cooperatives in 
the study area. 
 
Our results outline that members of high performing coffee coops trust more their cooperative 
peers and leaders than members in low performing coops. Trust and loyalty are shown to be 
determinants of the proportion of coffee sold through the cooperative, and thus are key 
determinants of loyalty and patronage behavior by member farmers. 
 
Trust is widely held to be an attitude that can have positive effects on cooperative 
organizations. Most coops invest resources to support efforts to retain and satisfy members, 
which include building trust among its membership and the management team (Hansen et.al., 
2001). As democratic organizations, cooperatives rely on members’ patronage for the 
realization of their service provision. Hakelius (1996) notes that members are a vital part of 
any cooperative organization, and their active participation in, and loyalty to the cooperative 
are a key for long term success. Trust also plays a key role in overcoming collective action 
constraints through producing positive effects on perceptions, attitudes, behavior, and 
performance outcomes within organizational settings.  
 
Leaders of high performing coops hold a better image among the members (with regards to 
corruption control and technical/managerial skills), as compared to those of lower performing 
coops. Members of high performing coops also have a better perception about cooperative’ 
communication, internal cohesion and the capacity to deliver services. They also report to be 
more loyal to the cooperative, as compared to members of low performing coops. The latter 
are considerably more likely to state that their selling behavior is basically driven by price.  
 
Coffee patronage behavior is also (positively) influenced by the age of coffee farmer. 
Theoretically, as a farmer becomes older and gains experience, (s)he may become more 
productive and acquire improved managerial abilities (Skirbekk, 2004). Education 
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significantly and positively supports productivity of coffee farmers in the study area. 
Education may have both cognitive and non-cognitive effects upon labor productivity. 
Cognitive outputs of schooling include the transmission of specific information as well as the 
formation of general skills and proficiencies (Appleton and Balihuta, 1996 ;Cotlear, 1990). 
Education can also produce non-cognitive changes in attitudes, beliefs, and habits. Increasing 
literacy and numeracy may help farmers to acquire and understand information and to 
calculate appropriate input quantities in a modernizing or rapidly changing environment. 
Improved attitudes, beliefs and habits may lead to greater willingness to accept risk, adopt 
innovations, save for investment and generally to embrace productive practices (Appleton and 
Balihuta, 1996;Cotlear, 1990). Our study results thus confirm the previous literatures. 
 
In order to empirically estimate and investigate the impact of cooperative performance on 
members’ livelihoods, a comparison was made between high-performing and low-
performing coffee coops in the study area, using propensity score matching methods and 
Heckman selection control models, taking non-member coffee farmers as a control group. 
Regardless of the estimation methods used in this study, results consistently suggest that high-
performing coffee cooperatives induce a significantly larger positive impact on members’ 
coffee income, coffee prices, and coffee productivity, as compared to the effects generated by 
low-performing coffee cooperatives. Therefore, high-performing coffee cooperatives serve 
better their members interests than low-performing cooperatives.  
 
This result is in line with the findings of Jena (2012), which show that that “good” 
cooperatives were able to generate sizable benefits amongst small-scale coffee producer 
farmers in Western Ethiopia, whereas “bad” ones did not. This is because in the study area 
high-performing coops are better able to pay dividends annually to members and are less 
indebted as compared to low-performing coffee cooperatives. According to the farmers we 
have interviewed in the field, the existence of differences in performance between 
cooperatives is partly explained by cooperative leadership’s strength and quality. Members 
that are part of low-performing cooperatives usually consider their leadership as rather weak 
and very corrupt and they also said that in their cooperatives there is lack of transparency. For 
instance, they do not know what their executive committees are doing and often they are not 
properly informed about when the general assembly takes place. These attitudes may have 
significant effects on the way the organization operates, since in cooperative organizations, 
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effective members’ relations and communication between members and management are 
essential for their success (Bhuyan, 2007).  
 
From our empirical results we can conclude that being a coffee cooperative member is not 
enough to access sizeable cooperative benefits. It clearly matters as well how the cooperative 
is managed and which perceptions it generates amongst the members. Once the co-op is better 
organized and capable to deliver decent services to its members, the latter are likely to 
respond with greater loyalty and contribute to the cooperative patronage. Such self-enforcing 
dynamism needs to be created in order to guarantee in the long run a viable cooperative sector 
that delivers benefits to its members and creates added value for the national economy.  
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Annex A.  Names, location and profit levels of cooperatives and their ranking 
Name of district Coops name Average net profit 
per member 
Ranking 
High performing coops 
Fero Wonsho 248.02 1 
Telamo Shebedino  247.08 2 
Gadibona sheicha Aleta Wondo 165.29 3 
Furra Shebedino 108.02 4 
Debona weicho Aleta Wondo 39.13 5 
Low performing coops 
Bokasso Wonsho 14.65 6 
Gerbich lela Aleta Wondo -30.84 7 
Megrra Dale -210.82 8 
Gannie Dale  -229.10 9 
Halona Gelma Aleta Chuko -482.22 10 
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CHAPTER 5 
 
THE MORE THE BETTER? 
 
THE EFFECTS OF MULTIPLE CERTIFICATION ON THE LIVELIHOODS 
OF ETHIOPIAN COFFEE FARMERS  
 
 
 
Abstract 
Using a random sample of 700 smallholder farmers from 10 different primary coffee 
cooperatives in the Sidama Zone, Southern Ethiopia, we assess the impact of multiple (double 
and triple) certifications on the welfare performance of coffee farmers. Despite a very low 
level of awareness among cooperative members about certification schemes, our empirical 
results provide clear evidence of an additive impact of double and triple certifications on 
farmers coffee revenues, average price, and productivity in the study area. However, the 
number of certifications did not have an effect on other livelihood-related variables such as 
savings and access to credit.  
 
Keywords: (multiple) Certification; coffee; welfare impact; Ethiopia. 
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5.1.  Introduction 
 
After petroleum, coffee is one of the most valuable commodities traded in international 
markets (Arslan and Reicher, 2010; Rodriquez, 2012). Today, coffee remains one of the most 
important sources of export income for East African nations (i.e. Ethiopia, Uganda, Kenya, 
and Tanzania). Ethiopia is known to be the birthplace of and the primary centre of 
biodiversity for coffee Arabica (Daviron and Ponte, 2005; Labouisse et al., 2008). The main 
production systems in Ethiopia are forest coffee in the traditional way, semi-forest coffee, 
garden coffee, and plantation coffee owned by the state (Labouisse et al, 2008; Stellmacher 
and Grote, 2011). Considering the country’s suitable altitude, rainfall, temperature, and fertile 
soil, the potential for coffee production in Ethiopia is very high.  
 
Ethiopia contributes around 5% to world coffee production (Arslan and Reicher, 2010) and 
represents more than 30% of the total regional coffee supply in Sub-Saharan Africa (SSA), 
being the 5th largest global producer of coffee Arabica (ICO, 2011) after Brazil, Vietnam, 
Indonesia, and Colombia. Coffee, besides its cultural importance, has an important place in 
the Ethiopian economy since it provides 35% of total export earnings of the country (CSA, 
2008). Ethiopian coffee production is characterized by two distinct features, namely (a) it is 
dominated by smallholder farmers, while plantation production plays a minimum role, and (b) 
Ethiopia is the origin of the worldwide coffee Arabica gene-pool (Stellmacher and Grote, 
2011). 
 
About 95 percent of coffee in Ethiopia is produced by over one million smallholder coffee 
farmers living on subsistence farms that are smaller than half a hectare of land (Gemech and 
Struthers, 2007); the remaining five percent of coffee is produced at large-scale plantations. 
About quarter of the Ethiopian population is directly or indirectly involved into the coffee 
value chain (Bastin and Matteucci, 2007). The livelihoods of these smallholder coffee farmers 
are based on rather insecure low-input low-output agricultural production systems which 
make them particularly vulnerable to poverty, since their well-being is mainly dependent on 
income from coffee. On the other hand, coffee is a worldwide traded cash crop with new 
markets emerging, and many coffee-dependent developing countries such as Ethiopia are 
struggling with suitable marketing arrangements for their coffee. While coffee is an important 
income source for developing countries, coffee prices are highly volatile and crises are 
common (Cashin et al., 2002). The international nature of coffee marketing and sales directly 
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exposes smallholder coffee producers in developing countries to strong international price 
fluctuations. 
 
The coffee price crises which happened regularly in the period between 1990-2004 had 
enormous economic and social impacts on smallholder coffee grower farmers around the 
globe (Mendez et al., 2010). Since the coffee price is largely determined by international 
exchange markets in New York and London (Kodama, 2009), coffee producing countries are 
price-takers in the world market, and are therefore prone to external shocks in coffee prices 
over which they have little influence or control. Due to this feature, coffee producing 
countries will continue to be highly vulnerable to natural cycles that are endemic in the 
production of primary agricultural commodities like coffee. Since the coffee price is largely 
determined at international exchange markets, smallholder coffee farmers have been among 
the hardest hit by coffee price volatility. While coffee trade is big business, local Ethiopian 
smallholder coffee farmers receive only a fraction of the retail price and continue to be 
engaged in marginal subsistence farming. 
 
In an effort to identify ways out of the periodic crisis and to confront the coffee price crisis, 
high expectations were placed on the role of various ‘sustainable' and 'responsible' coffee 
certification initiatives (Wollni and Zeller, 2007; Mendez et al., 2010) as alternative options 
for smallholder coffee farmers in coffee producing regions of the world. Due to growing 
demands for healthier and more socially- and environmentally-friendly coffee in larger 
consumer countries, coffee certification in cooperatives gradually gained wide recognition 
and significance worldwide (Petit, 2007; Stellmacher and Grote, 2011; Jena et al., 2012). The 
main principle of certification is to provide smallholder coffee farmers with new opportunities 
to improve their well-being and it is argued that labeling can be a suitable strategy for 
providing smallholder coffee farmers with access to markets that allow them to generate 
higher and more stable cash income from coffee sales. 
 
The main idea behind certification is that consumers are motivated to pay a price premium for 
products that meet certain precisely defined and assured quality standards (Grote et al., 2007; 
Wissel et al., 2010). In today’s consumer markets, being able to label a product as ‘Organic’ 
or ‘Fairtrade’ and to protect the label from counterfeiting is considered a valuable 
marketing advantage. The price premiums are intended to be used for promoting socio-
economic change and/or environmental sustainability in the production areas. In this context, 
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voluntary product certification standards such as Fairtrade are promoted as critical devices to 
make smallholder farmers in developing countries less susceptible to volatile ‘free’ world 
market prices and to enhance their market integration in order to contribute to improvements 
in their socio-economic situation. 
 
Some of the most common certification types that are found in Ethiopia are: Organic, 
Fairtrade, Forest Stewardship Council (FSC), Utz-Certified, Rainforest Alliance, Bird 
Friendly, as well as several combinations of these certifications, such as the double certified 
Organic and Fairtrade (Volkmann, 2008). Each certification regime is based on different 
standards and principles, defined with a set of criteria and indicators. Various certifications 
are expected to offer a combination of benefits to smallholder coffee farmers, including a 
higher price and more stable income, increased market access, and technical assistance, thus 
serving as multiple pathways for supporting the livelihoods of coffee producing households 
(Ruben and Fort, 2011). In turn, smallholder coffee farmers are required to meet certain 
required production and management standards. Furthermore, their respective organizations 
(in this case: primary coffee cooperatives) are also subject to periodic inspections by 
standards organizations, since most certification is undertaken through cooperatives. 
 
As the number of certification initiatives in coffee increased, and consumers in the north 
became more and more aware of different certification types regarding issues of quality, taste, 
health, and environment, it became more important for them and for national governments, 
cooperative organizations, and international donor agencies that support the coffee co-ops to 
investigate and accurately document the impact of these alternative forms of certification on 
smallholder coffee farmers’ livelihoods.  
 
Despite the expansion of coffee cooperative certification and the growing importance of 
certification for the improvement of livelihoods of smallholder coffee farmers in coffee 
producing areas of Ethiopia, there is still a lack of empirical evidence that can quantify and 
substantiate the welfare impact of certification in general, and the implications of double and 
triple certification in particular for smallholder coffee farmers’ livelihoods. Moreover, the 
understanding of the mediating role of coffee cooperatives on rural livelihoods in Ethiopia is 
limited. 
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The principal objective of this field study was to empirically estimate the impact of double 
(Fairtrade/Organic) and triple (Fairtrade/Organic/UTZ) certifications on various well-being 
indicators of smallholder coffee farmers at household level in Sidama Zone, Southern 
Ethiopia, using a Propensity Score Matching (PSM) method to guarantee a balanced 
comparison. By analyzing the welfare impact of double and triple certification, we aim to 
contribute to a better understanding of the potential role of different certification regimes and 
to provide valuable insights regarding their mutual interaction. The study will be useful to 
generate empirical evidence on whether double and triple certification has rural livelihood 
development impacts on smallholder coffee producer farmers in the study area. 
 
The remainder of this chapter is structured as follows: Section 5.2 starts with a concise 
description of the structure of coffee production and exchange in Ethiopia, followed by a short 
comparison with findings regarding multi-certification impact elsewhere in the world in 
Section 5.3. In Section 5.4 we discuss the sources of data and methods for data analysis 
applied in this study. Section 5.5 outlines the statistical approach for comparing the 
characteristics of smallholder coffee farmers that belong to the treatment and control groups, 
highlighting major differences between coffee farmers that belong to different certification 
categories. Section 5.6 analyzes the main differences between treatment and control groups 
for the selected outcome indicators.  Section 5.7 discusses major study findings and suggests 
some policy implications. 
 
5.2.  Coffee production and exchange in Ethiopia 
 
As compared to other regions such as Latin America, the use of environmental, socio-
economic, and/or health-related certification standards in agriculture is a relatively new and 
recent phenomenon in Ethiopia (Jena et al., 2012). However, in recent years, attention has 
been given to the certification of agricultural products in general and non-timber forest 
products in particular by international certification agencies, standard bodies, governmental 
and non-governmental development organizations, and private companies supplying specialty 
markets (Stellmacher and Grote, 2011; Jena et al., 2012). The certification of forest coffee in 
Ethiopia started in 2002 with the aim of conserving the forests and providing the smallholder 
farmers with better livelihood prospects. The coffee certification is mainly undertaken within 
the coffee cooperative structure (Stellmacher and Grote, 2011), and smallholder coffee 
farmers could participate in certification through their primary cooperatives. In Ethiopia, 
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certification focuses mainly on coffee since coffee is (a) the main export crop of the 
country’s economy and the main income source for millions of smallholder coffee farmers 
that live in poverty, and (b) it is a resource with high potential to be marketed as a specialty 
gourmet product on the world’s major coffee markets.  
 
Normally, the Ethiopian coffee marketing chain follows two alternative pathways. The first 
options is through the Ethiopia Commodity Exchange (ECX), which was established in April 
2008 with the objectives of implementing a national agricultural marketing information 
system that connects all regions and provides relevant and timely market information to 
various market actors, in order to establish and strengthen vertical and horizontal linkages 
among producers, cooperatives, wholesalers, processors and exporters through an organized 
trading platform. The second marketing option is a direct export pathway through the 
cooperative unions. Certified coffee is expected to be sold only through the coffee marketing 
cooperative unions and is directly exported to different countries in the world, even while 
cooperative unions are not able to buy all of the certified coffee from individual coffee 
farmers (Kodama, 2009). Since 2001 co-op unions have been legally allowed to bypass the 
national coffee auction system and since 2009 they can bypass the Ethiopian Commodity 
Exchange (ECX), and sell directly to international exporters (McCarthy, 2001; Petit, 2007; 
Stellmacher and Grote, 2007; Jena et al, 2012).  
 
To improve the overall effectiveness of cooperative performance in the country, the current 
government of Ethiopia (FPRDF) promotes restructuring of the whole cooperative sector, 
including the coffee sub-sector, and has established coffee cooperative unions (second-layer 
co-op organizations) as umbrella organizations since the 1990s (Getnet and Anullo, 2012; 
Jena et al., 2012). The main aim of establishing coffee cooperative unions is to provide 
protection, resources and expertise to the primary coffee cooperatives, so that they can 
overcome coffee export problems and capture increased revenue from coffee sales. Currently, 
10 coffee cooperative unions function in the country, and Sidama Farmers’ Coffee 
Cooperative Union - our case study - is the second largest union in Ethiopia. 
 
5.3.  Impact of multi-certification 
 
Although various empirical studies have been carried out in previous years to assess the 
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impact of product certification on smallholder coffee farmers’ livelihoods, these studies 
usually lack reliable baseline studies to be used as a benchmark. Most previous studies also 
present biases in their methodology with respect to farmer selection. Furthermore, many 
certification studies that were conducted focus on the effect of a single certification regime 
(mainly Fairtrade). Generally, given the importance of evaluating claims that participation in 
certification brings advantages to producers, the literature on certification impact analysis is 
surprisingly scarce. 
 
Earlier empirical studies (Milford, 2004; Ronchi, 2002; Philpott et al., 2007; Dorr, 2009; 
Kodama, 2007) showed that certification could improve returns to smallholder coffee farmers. 
Several studies (Jena et al., 2012; Valkila, 2009; Valkila and Nygren, 2009; Ruben and Fort, 
2011) indicate, however, that the increase in income due to certification is usually quite 
modest. To the best of our knowledge, no systematic research is available on the impact of 
double and triple certification on farm-households’ livelihood. We therefore seek to 
understand and measure this impact with the aim of better understanding the mutual 
interactions between certifications systems and processes. This study is therefore designed to 
fill this information and knowledge gap by conducting an empirical investigation at farm-
household level using comprehensive survey data from Sidama Zone, Southern Ethiopia. We 
compare smallholder coffee farmers certified only by Fairtrade (single) with otherwise similar 
farmers that are recognized as Fairtrade/Organic (double) or Fairtrade/Organic/Utz (triple) 
certified. Certification is expected to significantly contribute to improved livelihoods of 
smallholder coffee farmers by enhancing their income through premium payments and by 
stabilizing welfare through minimum prices. We hypothesize that double and triple 
certification has an additional effect on the livelihoods of smallholder coffee farmers over and 
above the impact of single certification.  
 
Multi-certification refers to a situation where cooperatives adhere to several partly 
overlapping, production standards for coffee. Since standards include some similar criteria, 
efforts are made to synchronize compliance monitoring. Access to a certification and the use 
of certification seals are important tools to access markets that value sustainable production 
practices. Regrettably, different standards require specific instruments to demonstrate 
compliance with their respective requirements. In some cases, an organization must 
implement a number of instruments — many of them in parallel — to demonstrate compliance 
with the same (environmental or social) principles of different standards. In addition, in some 
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cases, certifying institutions require the implementation of various instruments for the same 
standard. All of this hinders the efforts of smallholder organizations to become certified in 
order to access high-demand markets. 
 
Most coffee companies and organizations market coffees with two, three, or more 
certifications, so field production, profit, processing, and marketing need to meet various 
standards and norms, whose compliance is monitored by several different agencies, each with 
its own formats and standard interpretation criteria. Farmers’ cooperatives increasingly rely 
on multiple certification for the following reasons (Sustaineo, 2013): 
a) more than half of the certified or verified coffee produced according to the 
administration of the schemes is not sold as such due to limited market demand; 
b) farmers prefer to reduce and spread risks and therefore engage simultaneously with 
different certification schemes; 
c) marginal costs of compliance tend to reduce if farmers only need to take few additional 
measures to become eligible for an additional certificate; 
d) different certification schemes might offer specific advantages and benefits in terms of 
production technologies, training and quality. 
 
Multiple certification requires concerted efforts on the part of several standards organizations. 
Attempts are made to harmonize joint compliance with the following international standards: 
(a) IFOAM Guidance Manual for Smallholder Group Certification, (b) Internal Control 
Systems (UTZ certified), (c) Standard for Group Certification (Rainforest Alliance - 
Sustainable Agriculture Network) and (d) Common Requirements for Producer Group 
Certification (ISEAL). In addition, the guidelines for the evaluation of the equivalence of 
organic producer group certification schemes applied in developing countries (European 
Commission), recommendations of the National Organic Standard Board (US Department of 
Agriculture), clarifying document regarding the Fairtrade Standards for Smallholder 
Organizations (FLO) and C.A.F.E. Practices smallholder supplement (from Starbucks) are 
considered. 
 
5.4.  Data and Approach 
 
To evaluate the impact of double and triple certification on the livelihoods of smallholder 
coffee farmers that are members of local cooperatives, household survey data was collected 
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from a random sample of coffee farmers in southern Ethiopia through face-to-face interviews. 
The survey was conducted from June 2010 to January 2011 in five districts (Dale, Wonsho, 
Shebdino, AletaWondo, and AletaChuko) of the Sidama Zone, one of the major coffee 
growing zones in the Southern region of the country. The study area is located 270 km south 
from the capital, Addis Ababa. 
 
To select our sample, we followed a multi-stage random sampling method. Out of the 45 
primary coffee cooperatives composing Sidama Farmers’ Cooperative Union
9
, we selected 
ten co-ops, based on performance indicators. The members’ sample was drawn randomly 
from the registration lists of the selected primary cooperatives. The total survey sample 
consists of 700 co-op member smallholder coffee farmer households. The sample was 
designed to include three different groups of respondents: (1) smallholder coffee farmers 
certified only by Fairtrade (single certified); (2) coffee farmers certified under 
Fairtrade/Organic (double certified); and (3) coffee farmers certified under 
Fairtrade/Organic/Utz (triple certified). Household-level data was collected through an 
identical questionnaire for farmers under single, double, and triple certification regimes. 
 
We first present the descriptive statistics of our sample to give an overall picture of the 
surveyed smallholder coffee farmers that belong to different certification groups. We selected 
10 primary coffee marketing cooperatives out of 45 coffee co-ops under the Sidama Union 
that were (a) single certified  (Fura, DebonaWiecho, Megara and Ganie Cooperatives), (b) 
double certified (Fero, Telamo, HalonaGelma, and Gerbicho Lela Cooperatives) and (c) triple 
certified (Gedibonasheicha and Bokasso Cooperatives). We subsequently divided the 
smallholder co-op member coffee farmers into three groups: (a) only Fairtrade certified 
(single certified), (b) Fairtrade/Organic certified (double certified), and c) 
Fairtrade/Organic/Utz certified (triple certified). In this study Fairtrade (FT) certified (single) 
coffee farmer households are used as a control group. Table 5.1 provides information on the 
number of cases and sample sizes per certification type. 
 
 
 
                                                 
9
 The union is a second level cooperative organization established by more than one primary cooperative 
organization with similar objectives. 
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Table 5.1. Number of cases and sample size by certification type  
Certification type Number of cases   Frequency   Percent 
Fairtrade/Organic 4 cooperatives 280 40 
Fairtrade/Organic/UTZ 2 cooperatives 140 20 
Fairtrade only 4 cooperatives 280 40 
Total 10 cooperatives 700 100 
 
Source: Own field data 
 
The survey format covered a large number of issues such as household characteristics, 
production and marketing of coffee, social capital, farmers’ perception of the co-op 
performance, types of marketing channels, savings and credit, degree of participation in 
coffee marketing cooperatives and the status of various certification schemes. In order to 
complement quantitative data with qualitative information, in-depth interviews were also held 
with various relevant cooperative stakeholders at district, zonal, regional, and federal levels, 
as well as with coffee farmers in the field. Additional expert interviews were  conducted with 
staff members of the Sidama Union and co-op experts in the capital city of Addis Ababa. 
 
5.5. Measuring the impact of double and triple certification on coffee farmers’ livelihood 
 
Our objective is to empirically assess the impact of double and triple certification on 
smallholder coffee farmers’ livelihoods in the study area, using a number of selected 
outcome variables. Usually, the main empirical challenge for conducting an impact evaluation 
study of this kind resides in the ability to answer the question: ‘What would have happened to 
households participating in double and triple certifications if they had not participated?’ 
Given this type of hypothetical situation, it is not empirically possible to observe the 
counterfactual. Just taking the mean outcome of non-participants as a control group to conduct 
impact analysis is likely to generate selection bias (Bourguignon, 1999; White and 
Bamberger, 2008; Ruben and Fort, 2011). The selection bias makes the observed control 
group an inappropriate counterfactual.  
 
In any non-randomized sample usually there are two main potential sources of selection bias, 
i.e., observable and unobservable characteristics biases. Participating households might differ 
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from non-participants in observable aspects such as wealth and educational level, which might 
influence the household’s decision to join the cooperative or participate in certification 
(Fischer and Qaim, 2011). Furthermore, participating households might differ from non-
participating households in un-observable aspects such as motivation, risk preference and 
entrepreneurial spirit (Heckman et al., 1997; Bernard et al., 2008). This might also influence 
household’s decisions for joining a program or become co-op member. 
 
To overcome the above selection problem, Propensity Score Matching (PSM) is commonly 
used (Rubin and Thomas, 1996; Heckman, Ichimura and Todd, 1997; Rosenbaum and Rubin, 
1983; Jalan and Ravallion, 2003). PSM identifies a counterfactual that controls for all 
observable factors within the treatment group.  
 
A two-stage propensity score matching method was used to overcome biases and it enables us 
to measure the impact of double and triple certification on coffee farmers’ livelihoods by 
comparing the mean difference of (matched) double and triple certified coffee households 
with single certified households having similar propensity scores. To do so, we first need to 
estimate each treatment group household’s “propensity score” or likelihood of joining 
certification, using a probit model where the dependent variable is the certification status as 
the selection variable conditional on basic characteristics of both the treatment and the control 
group. The propensity score of each coffee farmer measures their tendency to participate in 
double and triple certification. The magnitude of a propensity score lies between 0 and 1; the 
larger the score, the more likely it is that the coffee farmer would join the certification 
program. 
 
After estimating the propensity score, the second step is to compose balanced groups based on 
their estimated propensity scores. Coffee farmers in each group should have similar 
propensity scores. Both groups can then be compared with respect to the performance based 
on several matching methods.
10
 In this particular study, we used the Kernel Matching method 
proposed by Heckman (Heckman, et al., 1997) because it is a widely-used method for 
estimating results in this type of analysis. In Kernel Matching, each treated unit is matched 
                                                 
10
 Different methods of matching have been proposed in the estimation process of the Average Treatment 
Effects on the Treated (ATT) in the literature (Heckman, Ichimura and Todd, 1997; Smith, 1997; Rosenbaum 
and Rubin, 1983). The most widely used are: Nearest-Neighbor Matching, Radius Matching, Kernel Matching, 
and Stratification Matching. 
209395-L-bw-Woubie
 
96 
with a weighted average of all control units with weights that are inversely proportional to the 
distance between the propensity scores of treated and controls (Getnet and Anullo, 2012). 
Based on the matched sample, we compute measures of double and triple certification impact 
on the participating coffee farmers.  
 
In this study, impacts of both types of certification on participating coffee farmers are 
measured in terms of household coffee income, average price, productivity, access to credit, 
savings, and accessing technical assistance. The Average Treatment effect on the Treated 
(ATT) measures the average difference between the (treated) units and their corresponding 
non-treated (control) match. Once each treated unit is matched with a control unit, the 
difference between the outcome of the treated unit and the outcome of the control unit is 
compared. The mean difference in performance between the matched treated observations 
follows a t-test for statistical significance. If the difference is positive and statistically 
significant, then the treatment is yielding its expected impact.  
 
5.6.  Results  
 
We first describe the characteristics of coffee farmers in the double and triple certification 
groups (see Table 5.2). The livelihood of local coffee farmers in the study area is based on 
household-based subsistence agriculture, mainly focusing on the production of coffee. 
According to our survey result, farmers cultivate extremely small plots of agricultural land. 
On average, coffee households own 0.5 hectares of land (which reflects the dramatic land 
scarcity in the study area) – mainly used for the cultivation of coffee. Coffee is the main cash 
crop for many households living in and around the study area. Most interviewed cooperative 
members stated that they obtain most of their cash income from coffee sales. The descriptive 
results also show that the educational level of the cooperative members is generally low. The 
ethnic and religious composition of the study area follows the country-wide heterogeneity in 
Ethiopia.
11
 
 
                                                 
11
 The interviewed cooperative members are dispersed among several ethnicities: 97.1 percent belonged to the 
Sidama people, 1.3 percent to the Amhara, 0.7 percent to Guragie, 0.6 percent to Oromo, while 0.3 percent 
identified themselves as belonging to other ethnic groups. In terms of religion, 85 percent of the interviewed 
cooperative members are Protestant, 3.5 percent are Catholic, 2.7 percent are Muslim, 2.5 percent are Ethiopian 
Orthodox Christian, and the remaining 6.3 percent are categorized as other. 
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The comparison of coffee farm households between certification groups (see table 5.2) reveals 
some differences that need to be taken into account for the impact analysis. Control group 
coffee farmers (with single certification) are somewhat younger and less educated when 
compared with FT/Organic/Utz (triple certified) farmers. In terms of wealth status, there is 
also a statistically significant difference between farmers categorized under single 
certification and triple certification, showing that the latter are wealthier than farmers certified 
by FT only.  
 
Statistically significant differences are also observed between single certified and triple 
certified coffee farmers in terms of land allocation for coffee production. The mean area of 
land for coffee production in the triple certified group is (0.49 hectares) is somewhat larger 
than the average area size for single certified farmers. However, we did not find statistically 
significant differences between the two groups in terms of family size, access to credit, access 
to technical assistance, and savings. This might be due to the fact that most coffee co-ops only 
scarcely provide some of these services to their members. 
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Awareness of certification  
 
Table 5.3 reports on the percentage of respondents that were aware of being certified. All 
certified co-op member respondents were asked whether they knew about their cooperative’s 
certification. We found that there was still a very low level of awareness on certification 
schemes and how certification premiums are allocated, and much confusion prevails amongst 
members of certified coffee cooperatives about what certification means. Serious questions 
can be raised regarding the widespread lack of a clear understanding of Fairtrade among 
cooperative members. 
 
About 98.6 percent of the farmers interviewed did not have any knowledge of the certification 
of their cooperative. It seems that certification is not actively promoted nor understood by 
those who are certified. When we compare for each certification the level of awareness 
separately, 15% of farmers understood FT/ORG/UTZ certification somewhat better than 
Fairtrade only. 
 
Table 5.3 Percentage of respondents with awareness on certification 
 
 
Label 
Co-ops with single 
certification (FT) 
Coops with double 
certification 
(FT/ORG) 
Coops with triple 
certification 
(FT/ORG/UTZ) 
FairTrade 1.4 4.2 6.0 
Organic - 2.5 18.0 
UTZ-Certified - - 15.0 
 
 
From our field interviews we can conclude that certification in general was better understood 
by the executive committee members of primary coffee cooperatives, and fully understood by 
the staff and board members of the second-level coffee cooperative (Sidama Union) in the 
study area. These findings show the existence of general deficiencies in the information 
transfer and promotional capacity regarding certification. Similarly, we also asked the same 
respondents about the existence of certification premiums. Even though the FT premium is 
supposed to be one of the most important benefits for smallholder coffee farmers from the FT 
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certification, farmers received limited information about FT premium use. Out of all 
respondents, 86.8 percent coffee farmers did not know about the existence of the certification 
premium. In the field we observed that the certified cooperatives in the study area invested 
most of the premium in elementary school construction, the provision of electricity for rural 
communities, and the construction of a coffee warehouse. From our study and field 
observation we found clear concerns related to accountability, lack of transparency, 
misunderstanding and miscommunication between coffee cooperative members, primary 
coffee cooperatives and the union. 
 
 Matching results  
 
In this sub-section, we report the empirical results of our study. We first conducted the 
matching analysis in order to guarantee un-biased samples. Tables 5.4 and 5.5 provide the 
results of the probit estimates of the double and triple certified farms, and Figure 5.1 and 5.2 
outline the corresponding propensity score distributions. 
 
To analyze the data we mainly refer to the results of the kernel estimation method. Based on 
the propensity score matching procedure explained above, we made a comparison between (a) 
single and double certified; and (b) single and triple certified co-op member smallholder 
coffee farmers. Table 4.6 presents the difference between single and double certification and 
Table 4.7 presents the difference between single and triple certified coffee farmers’ well-
being. Each comparison analyzes significant differences in the defined impact indicators 
included in the study (coffee income, average price, productivity, access to credit, savings, 
and access to technical assistance).  
 
According to the results of the kernel estimation method in Table 4.6, we did not find 
statistically significant differences between single and double certified coffee farmers in terms 
of productivity, access to credit, access to technical assistance and savings. On the other hand, 
statistically significant differences were observed in coffee revenue and average price 
between the single and double certified coffee farmers after matching. In this case, double 
certified coffee farmers receive a better price and higher coffee revenue than single certified 
coffee farmers in the study area. Although not statistically significant, the results of the kernel 
matching estimation for coffee farmers under the category of double certification point to a 
negative effect on savings. This negative effect seems to be driven by the significantly lower 
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savings of double certified farmers as compared to single certified farmers. This might be 
related to the higher investment requirements of double certification. 
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Table 5.4.  Probit estimates and marginal effects of participation in double-  
  certification  (FT and Organic)  
Variables  Binary probit model 
Probit estimates Marginal effects 
Coef. p-value Coef. p-value 
Age (Years) -0.00 0.730 -0.001  0.730 
Sex  (0=female, 1=male) 0.32 0.174 0.126  0.174 
Religion (0=otherwise, 1=Protestant) -0.07 0.003**      -0.029  0.003**      
Years of coffee farming (Years) -0.00 0.674 -0.001 0.674 
Education household head (Level 0-6) -0.02 0.066*     -0.008 0.066*     
Total family size (Number) 0.03 0.189 0.011 0.189 
Land allocated to coffee (Ha) -0.10 0.524 -0.039 0.524 
Constant    -0.08 0.821  0.821 
 
Note:  ***Significant at 1% level, **Significant at 5% level, *Significant at 10% level.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
209395-L-bw-Woubie
 
103 
Figure 5.1.  Propensity score distribution for double certification (Fair-trade +  
  Organic) 
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Table 5.5.  Probit estimates and marginal effects of participation in triple-  
  certification   (FairTrade, Organic and UTZ) 
Variables  Binary probit model 
Probit estimates Marginal effects 
Coef. p-value Coef. p-value 
Age (Years) -0.01   0.534 -0.002 0.534 
Sex  (0=female, 1=male) 0.14 0.598      0.050 0.598     
Religion, (0=otherwise, 1=Protestant) -0.13 0.001** -0.045 0.001** 
Years of coffee farming, (Years) -0.00 0.788 -0.001 0.788 
Education household head(Level 0-6) 0.06 0.296 0.022 0.296 
Total family size (Number) -0.01 0.685 -0.004 0.685 
Land allocated to coffee (Ha) 0.46 0.011*      0.163 0.011*     
. 
Constant  -0.25 0.542     0.542    
Note: ***Significant at 1% level, **Significant at 5% level, *Significant at 10% level. 
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Figure 5.2.  Propensity score distribution for triple certification (FairTrade + Organic  
  + UTZ) 
 
 
Table 5.7 presents the mean differences between single certified and triple certified farmers. 
We did not find a statistically significant difference between single and triple certified coffee 
producer farmers in the study area in terms of livelihood-related variables such as credit. This 
is not surprising, given the fact that Fairtrade contracts often did not include pre-financing 
facilities for producers. Similar results are also observed in relation to savings and access to 
technical assistance. Although not statistically significant, the results of the matching 
estimation for coffee farmers under the category of single and triple certification reveals a 
negative effect on access to credit and savings. This negative effect seems to be driven by the 
significantly lower credit access and savings of triple certified coffee farmers as compared to 
single certified farmers. 
 
On the other hand, and most interestingly, there is a statistically significant difference 
between the triple certified and single certified coffee farmers after matching in terms of 
coffee performance criteria. Triple certified farmers earned better coffee revenues, got better 
average prices, and reached a higher productivity. In this case, price and productivity benefits 
seem to be the main mechanism through which certification effects are realized. These 
differences are strong enough to represent a clear welfare effect on the member coffee farm-
households. In both cases we did not find, however, significant differences between single 
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against double and triple certified coffee farmers in terms of other livelihood-related 
indicators such as access to credit. This is not surprising, given the fact that coffee 
cooperatives with limited financial resources were not able to extend credit to their members 
in the study area. 
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5.7.  Discussion and Implications 
 
This chapter analyzed the impacts of double and triple certification on the well-being of 
smallholder coffee farmers in southern Ethiopia, paying special attention to effects on coffee 
revenue, coffee price, productivity, access to credit, saving, and access to technical assistance. 
Our results provide new empirical evidence about the additive effects of double and triple 
certifications on key livelihood indicators. In this final section, we discuss the following 
major findings of the study: (a) Cooperative member coffee farmers’ level of knowledge of 
certification is poor and limited; (b) double and particularly triple certification generate 
significant effects on coffee prices, yield and revenues; (c) a combination of certification 
regimes does not have a statistically significant effect on other livelihood variables (credit, 
savings, technical assistance); and (d) additional effects of multiple certifications on coffee 
farmers welfare might be gained i.e. more certification labels enhance potential gross effect.
12
 
 
The livelihoods of smallholder coffee farmers in Ethiopia are based on insecure, low-input 
low-output agricultural production systems, which make them particularly vulnerable to 
poverty. Certification of their main export crop, coffee, through cooperative structures is 
argued to be one of the strategies for providing small-scale coffee farmers better access to 
markets that allow them to generate higher and more stable cash incomes. Although 
certification is a new and a recent phenomenon in Ethiopia, various types of coffee 
certifications such as Fair Trade, organic and Utz-certified have been implemented since 
2002. 
 
Although certification schemes were relatively well understood by executive committee 
members of primary coffee cooperatives and fully understood by staff and board members at 
the Union level, the awareness of members of certified cooperatives about the functioning and 
purpose of certification is quite limited. When asked about certification standards, most coffee 
farmers could not answer. This finding raises the question of communication and 
inclusiveness of the members in their respective coffee cooperatives, which are crucial in the 
success of any certification standard. This finding suggests that coffee marketing cooperatives 
                                                 
12
 Note we did not analyze the costs of multiple certification, so net effects could not be determined. In general, 
annual certification range between US$ 5.000 and US$ 8.000 for each standard and are divided by the number f 
farmers according the delivered supplies. Some economies of scale can be reached with certification through the 
cooperative union. 
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have not been able to convey information about certificate to their members effectively 
(Ruben and Heras, 2012). This might influence member coffee farmers’ efforts to meet the 
standards required by certifying organizations. Our findings also show general deficiencies in 
information transfer and lack of promotional capacity in certification and related activities at 
local level. Generally, it seems that certification is not actively promoted or understood by 
those who are certified. In addition, cooperatives lack transparency with respect to their 
internal control systems and the distribution of premiums along the supply chain. This implies 
that coffee farmers are not strongly involved in the knowledge exchange that is required to 
enhance record keeping and higher quality standards maintenance, which could lead to lack of 
accountability, transparency and communication between members, primary cooperatives and 
the union regarding certification. Furthermore, the issue of farmers’ limited knowledge of 
certification raises doubts about the ability of certifications to empower significantly 
marginalized small producers (Valkila and Nygren, 2009). 
 
In a similar vein, Stellmacher and Grote (2011) conducted empirical research on forest coffee 
certification in Ethiopia and also found a lack of understanding regarding certification by 
those who are certified. Murray et al. (2006) and Jena et al. (2012) register similar results 
among members of coffee cooperatives in Ethiopia, which suggests that lack of awareness 
about certification standards and procedures is a generalized phenomenon among certified 
coffee farmers in this country.  
 
The existing literature on the impacts of certification has focused primarily on the economic 
benefits farmers receive from participating in these schemes. No study has been done so far 
regarding the effect of multiple certifications on smallholders’ livelihood. Using propensity 
score matching technique, in this study, we estimated the impact of double and triple 
certifications on several coffee farmers’ livelihood indictors. In line with other studies 
(Ruben and Fort, 2011; Valkila. J., 2009; Baumann et al., 2012; Raynolds, 2002; Bacon, 
2005; Becchetti and Constantino, 2008; Mendez, 2010; Murray et al., 2003; Barham et al., 
2011; Barham and Weber 2011), our empirical results provide clear evidence of an impact of 
certification involvement on income. Income effects are also additive. According to our 
results, double-certified coffee farmers receive better price and higher income than single 
certified farmers; and triple certified farmers receive better price and higher income than 
double-certified farmers in the study area.   
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Price and productivity seem to be the main mechanisms through which the effects of 
certification are realized. The price premium offered to producers by certification schemes 
could provide incentives and investment opportunities to enhance productivity (Rueda and 
Lambin 2013; Beuchelt and Zeller, 2011). However, the relationship between price, 
productivity, and income is not always straightforward. For instance, Mendez et al. (2010) 
compared Fairtrade/organic certified growers with conventional ones across several Central 
American countries and Mexico and found evidence of a price premium but limited impact on 
incomes and other livelihood measures. 
 
Credit provision is a key issue for coffee farmers since the various forms of upgrading, such 
as productivity, product quality and complying with standards require investments (Elizabeth 
et al., 2006). However, we did not find statistically significant differences between the 
considered groups regarding access to credit. Furthermore, the surveyed respondents stated 
that they have not obtained credit from their respective cooperatives. This is not surprising, 
given the fact that coffee cooperatives in the study area have limited financial resources and 
currently are not able to extend credit to their members (Rueda and Lambin 2013). 
Furthermore, in-depth group discussions with coffee farmers revealed that the only institution 
providing financial services to them are government-supported regional microfinance 
organizations. Yet, this financial service is very limited and not available to all coffee farmers 
who need credit. On the other hand, when coffee producers face financial constraints, they 
normally obtain loans from private coffee merchants, who request coffee growers to pay back 
the loan with coffee during the harvesting period. This practice puts farmers at a disadvantage 
position since they are compelled to sell their coffee at prices set by private buyers, which are 
usually lower than the prevailing market price. The lack of certification effects on savings can 
also be explained by the fact that saving is uncommon as a practice in the study area. The 
effect of multiple certifications on members’ access to technical assistance is also not 
statistically significant. However, in general, we found that the provision of technical 
assistance is minimal among the studied coffee cooperatives. 
 
Unlike many Latin American countries, coffee certification is a recent development in 
Ethiopia. Since there is still a considerable lack of empirical studies around this subject, 
further  research is needed to improve the information on practical performance, efficiency 
and effectiveness of certification interventions and related activities, so as to gain new insights 
about the potential role of multiple certifications in improving the livelihoods of small scale 
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coffee farmers in Ethiopia. 
 
Certification of Ethiopian coffee cooperatives alone is unlikely to bring about significant 
poverty alleviation among cooperative members. Along with the promotion of certification, 
more attention should be given to increase the technical, financial and human capacities of 
primary cooperatives to make them stronger and more effective partners in the value chain. 
The strength of producer coops’ internal organization—their member identity, leadership, and 
organizational capacity—is central to certification success (Raynolds, et al 2004). Furthermore, 
in order to further increase the effectiveness of certification in improving smallholder 
livelihoods, we recommend harmonizing certification standards and optimizing the 
certification system in terms of control systems, communication of the requirements, and 
management of costs and benefits.  
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Annex B.     Variables used in the certification analysis and their measurement units 
 
Variables  Unit of measurement 
 
Age  Years 
Education 0=illiterate, 1=literate, 2=elementary, 3=junior, 
4=secondary, 5=high school 6=above high 
school   
Family size Number of members 
Coffee farming experience  Number of years 
Amount of coffee produced Kg 
Access to credit 1=Yes, 0=No 
Saving  1=Yes, 0=No 
Access to technical assistance  1=Yes, 0=No 
Type of house (wealth proxy) 1=Modern; 0=Otherwise 
Coffee Productivity Kg/ha 
Access to training  0=No; 1=Yes 
Average coffee price Birr/Kg 
Total income Birr 
Coffee revenue Birr 
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CHAPTER 6 
 
DISCUSSION AND CONCLUSIONS 
 
6.1.  Introduction 
 
In Ethiopia, the large majorities of coffee farmers are poor and maintain small-scale 
operations. As in many other parts of the developing world, Ethiopian coffee farmers typically 
face multiple market failures in the form of high transaction costs, lack of market information, 
poor infrastructure, and weak financial markets which significantly reduce their incentives for 
market participation (Poulton et al., 2010; Bernard, et al., 2007; Markelova et at., 2009; 
Francesconi and Heerink, 2010; Wollni, 2012). The production and marketing problems of 
small-scale farmers cannot be resolved by production-oriented interventions alone and need to 
be accompanied with policies and programs that aim to (a) reinforce incentives for 
smallholders to join (cooperative) organizations, (b) reinforce trust and loyalty within existing 
cooperatives , and (c) strengthen cooperative arrangements with specific market outlets 
(Fisher and Elisabeth, 2012). 
 
Agricultural cooperatives in Ethiopia are increasing in terms of number and membership. 
With varying degrees of success, coops became widespread throughout the country (Bernard 
et al., 2008; Bernard and Spielman, 2009; Francesconi and Heerink, 2010; Francesconi and 
Ruben, 2007; Getnet and Anullo, 2012; Tigist, 2008). The recently established Agricultural 
Transformation Agency (ATA) has strongly asserted agricultural cooperatives as preferential 
institutions for moving smallholders out of subsistence agriculture and linking them to 
emerging markets. There are several encouraging developments recently in terms of the 
consolidation of cooperative unions (second-tier level of organization), a move necessary to 
promote service provision, capacity building and the overall development of the cooperative 
sub-sector in the country.  
 
Surprisingly little is known, however, about the underlying factors affecting cooperative 
performance and their impact on the well-being of smallholder farmers at household level. 
The empirical evidence about famers’ choices to whom to sell, or whether to join or not to 
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join a co-op, the determinants and impacts of cooperative performance, and the implications 
of various certification schemes on the well-being of small scale farmers remains incomplete, 
scattered, insufficiently documented and often contrasting. With the intention to fill this 
knowledge gap, this study broadly aims to investigate whether coffee cooperatives can play a 
role in improving the well-being of smallholder farmers and to provide theoretical and 
empirical evidences on factors that influence the performance of coffee cooperatives in 
Sidama Zone Southern Ethiopia. 
 
This study therefore provides a detailed analysis of the role that coffee marketing cooperatives 
play in shaping smallholder coffee farmers’ livelihoods in Sidama zone, Southern Ethiopia. 
We addressed five specific, albeit interrelated, research questions (see Section 1.5) that were 
discussed in each of preceding chapters: 
-  What are the main factors that influence cooperative membership?  
- What are the determinants of coffee farmer’s market outlet choice decision? 
- What are the impacts of cooperative membership on economic performance of coffee 
farmers? How do trust and loyalty influence producers' decisions? 
- What are the effects of multiple certifications on member’s livelihood? 
 
In this final chapter, we will summarize the evidence that has been gathered for providing 
answers to these research questions (Section 6.2). Moreover, we discuss the scientific 
relevance of these findings (Section 6.3) and indicate policy implications (Section 6.4). 
Finally, we outline some major limitations and suggest possible avenues for future research 
(Section 6.4). 
 
6.2.  Findings 
 
We approached the problem of cooperative performance and the linkages with coffee farmers 
household involved through the analytical lens of the Structure - Conduct - Performance 
framework as developed by Bain (1959) (see Chapter 1). This enabled us to identify different 
dimensions of cooperative organization (e.g. membership structure, individual member 
characteristics, knowledge about certification, service provision) and analyze their 
implications for key conduct variables (identified as: trust, loyalty, contract choice, and 
certification). The net effects of this behavior for individual coffee farmers livelihoods is 
subsequently traced through a detailed assessment of the changes in coffee production, prices, 
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yields, and sales. Due attention is given to control for likely self-selection and possible 
endogeneity that may also infer in this relationship, in order to guarantee true causality.  
 
The study distinguished between farmer level performance indicators (such as farmers’ 
membership choice, selling choice, and member trust) and cooperative level performance 
indicators (engagement into certification) as key drivers for shaping cooperative performance 
outcomes and ultimately contributing to coffee farmers’ welfare. We summarize the most 
important finding from our analysis. 
 
First, motives for cooperative membership are analyzed with a model that includes farmers' 
individual characteristics and members' coffee performance outcomes. Herewith, we account 
for both drivers and outcome factors for cooperative affiliation choice. Despite strong 
government support and encouragement, as well as efforts undertaken by cooperatives to 
attract coffee farmers through the provision of better prices, payment of dividends, provision 
of essential goods, and transportation services, still only 25% of the local coffee farm 
households are, in fact, members in the study area. Results from Chapter 2 reveal that coffee 
co-op members are relatively older than non-members. This can be explained by the fact that 
in Ethiopia coffee cooperatives were established during 1960s and 1970s, and founding 
members are more likely to remain members of coffee cooperatives i.e., non-economic 
arguments can be used to explain this configuration. Older farmers tend to place greater 
importance on the non-pecuniary benefits of cooperative membership such as social 
interaction with peer group, and they tend to pay more attention to the social role of the 
cooperatives than economic (Kelin, 1997). As compared to competitors, cooperatives 
targeting older, lower-education, and lower-productivity farmers might be more prone to be 
caught in traps of low performance and low levels of capitalization, which might jeopardize 
their competitiveness in the long run. 
 
Second, outlet choice by coffee farmers is analyzed as determined by a set of structural farm-
household characteristics (age, education, housing, land use, etc) and a set of cooperative 
characteristics (satisfaction with co-op performance, service provision, second payment, etc.). 
We thus argue that market outlet selection depends on coffee farmers’ socio-economic 
characteristics and their perception about coffee coops performance. Existing evidence 
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suggests that market outlet choices decision of coffee producer farmers typically depend on 
more than only price, and are strongly related to payment procedures and related transaction 
costs (see also: Woldie, 2011). Results from Chapter 3 indicate that older, poorer, less-
educated and worst-performing farmers are likely to deliver a higher share of their production 
to the cooperative. Findings also indicate that, due to time preference, coffee co-op members 
often sell a remarkable proportion of their coffee to private buyers, despite the fact that they 
offer a lower price; but unlike coffee coops, private buyers pay cash at the spot. This is both a 
signal of member disloyalty, and an indication of the inability of coffee cooperatives to 
provide early payment. Consequently, co-op membership does not automatically lead to co-op 
delivery. Outside selling by co-op members to private coffee merchants poses a serious threat 
to the long-run viability and sustainability of coffee cooperatives, since services provided to 
members have to be financed through collective sales. On the other hand, a very high 
proportion of non-member coffee farmers report to sell a proportion of their production to the 
coops, through affiliated friends and relatives, indicating a strong reliance on free-riding 
through family networks. Besides selling, non member coffee farmers may receive dividend 
or second payments from coops according to their sales. This is occurring due to the fact that 
social networks are closely related to economic networks in this locality. In summary, 
cooperative patronage is becoming strongly blurred and cooperative contracts are highly 
driven by opportunistic motives. This represents major challenges for cooperative 
performance and consolidation. 
 
Third, we looked at the outcomes of cooperative membership for the individual farmers. As 
the cooperative sector in Ethiopia become larger, obtaining empirical evidence and more 
insights about the impacts of membership become relevant for governments, cooperative 
leaders, policy makers, and development practitioners. While some earlier studies report a 
positive contribution of marketing cooperative to the livelihood of small-scale member 
farmers (Holloway et al, 2000; Francesconi and Ruben, 2007; Wollni and Zeller, 2007; Roy 
and Thorat, 2008; Narrod et al., 2009; Fischer and Qaim, 2011; Getnet and Anullo 2012), 
others studies (Bernard et al., 2008; Markelova et al., 2009; Poulton et el., 2011) found few or 
no clear advantages associated with being a member of an agricultural cooperative. In Chapter 
3, we used propensity score matching methods to disentangle the effects of cooperative 
membership on member farmers’ livelihood. Therefore, we compared coffee farm 
households that are coffee cooperative members with otherwise similar and comparable 
209395-L-bw-Woubie
 
118 
households in the same areas but without cooperative affiliation. The analysis reveals that 
while coffee cooperatives can obtain higher prices, better coffee incomes, and more wealth for 
their members, they are not associated with significant differences in internal sources of 
growth such as accessing to credit and savings. Furthermore, we could not confirm any 
positive or significant effect of membership on coffee productivity. This reflects limited 
innovation and lack of effectiveness of the productivity-enhancing interventions carried out 
by member coffee farmers and the coffee cooperatives. The fact that membership is not 
associated with productivity-enhancing intervention may also threaten the long-term viability 
and sustainability of the cooperatives. From field observation, we also noticed that coffee 
cooperatives in the study area are not very proactive to invest in improved technologies. Our 
result in the coffee sector differ from the dairy coops, where Francesconi and Ruben (2007) 
found that cooperative member farmers perform better than the otherwise similar non member 
producers in terms of milk productivity. This might be due to the factor that fresh dairy 
processing requires larger collective investments. 
 
Fourth, attention is given to the role of trust and loyalty for cooperative performance. We 
therefore analyzed in Chapter 4 whether differences in members' perceptions regarding trust 
and loyalty are observed in low- and high-performing cooperatives. Our descriptive results 
reveal that there are significant differences among several trust indicators between high and 
low performing coffee cooperatives, being the level of stated trust in the board, in fellow 
members and in the chairperson consistently higher among the members of high performing 
coops. With regard to corruption and technical-managerial skills, leaders of high performing 
coops hold a better image. They also have a better perception about cooperative’ 
communication, loyalty, and capacity to deliver services, and report being more loyal to the 
cooperative, as compared to members of low performing coops. The latter are considerably 
more likely to state that their selling behavior is basically driven by price. Overall, the level of 
satisfaction with the co-op is significantly higher among members of high performing 
cooperatives. 
 
In order to further test this hypothesis, we conducted a Heckman two stage regression, 
controlling for other independent variables that can also influence member patronage. We 
found indeed that both trust and loyalty of members (and their age) significantly and 
positively affect the proportion of coffee production sold to the cooperative. Moreover, our 
study result reveals that high-performing cooperatives serve their members better than low-
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performing cooperatives. Members in high performing coffee coops trust their coops better, 
and this results in higher levels of patronage. This is also because the high performing 
cooperatives are more able to comply with a second payment annually for their members. 
Since most of low-performing cooperatives are still highly indebted, they need to use the 
second payment for paying the outstanding cooperative debts. According to informal 
discussion with member farmers in the field, performance difference between cooperatives is 
also partly explained due to difference in cooperative leadership strength and quality. We 
conclude that being a co-op member is not enough to reap the gains of collective action. In 
fact, using propensity score matching methods, we assessed in Chapter 4 the impact of 
cooperative performance on different livelihood indicators at the household level, using non-
member coffee producers as a control group (and comparing separately for members of both 
high- and low-performing cooperatives). Regardless of the estimation methods used, the 
results consistently suggest that high-performing coffee cooperatives induce significantly 
larger positive impacts on members coffee income, productivity and price as compared to the 
effects of low-performing cooperatives. The observed positive effects of participation in 
coffee co-op on the economic performance of farmers come through an increase in the price 
of coffee and therefore income. The main benefits of collective action are realized through the 
market mechanism, and far less through productivity gains. We therefore conclude that being 
member of coffee cooperative alone is not enough to obtain sizeable benefits from collective 
action. Improving cooperative governance and performance is a necessary condition to further 
enhance the well-being of small-scale coffee farmers in the study area.  
 
Fifth, we addressed the prospects of coffee certification for reinforcing cooperative 
performance and improving farmer’s welfare. Compared to other countries, the use of 
environmental, socio-economic, and/or health-concerned certification in agriculture in 
Ethiopia is relatively recent (Jena et al, 2012). However, increasing attention is nowadays 
given to the certification of agricultural products in general and non-timber forests products 
such as coffee in particular. Chapter 5 assesses the welfare impact of certifications in general 
and the role of double and triple certifications in particular on member small-scale coffee 
producer farmers’ livelihoods in the study area. Based on the matching procedure explained 
in the methodology section of this thesis (Section 1.5), we identified significant differences in 
the defined impact indicators (i.e. coffee revenue, total income, average price, productivity, 
access to credit, saving, and access to technical assistance). Most certification schemes were 
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poorly understood by members of certified cooperatives. This suggests that coffee marketing 
cooperatives and certification agencies have not been able to convey information about 
certificate to their members effectively. In addition, cooperatives lack transparency with 
respect to their internal control systems and the distribution of premiums along the supply 
chain. This implies that coffee farmers are not very much involved in the knowledge 
exchange that is required to enhance record keeping and higher quality standards 
maintenance, which could lead to lack of accountability, transparency, and communication 
between members, primary cooperatives, and the union regarding certification. Furthermore, 
the issue of farmers’ limited knowledge of certification raises doubts about the ability of 
certifications to empower significantly marginalized small producers (Valkila and Nygren, 
2009; Stellmacher and Grote, 2011; Murray et al., 2006; Jena, 2012).The existing literature on 
the impacts of certification has focused primarily on the economic benefits farmers receive 
from participating in these schemes.  Using propensity score matching technique, in chapter 5 
we estimate the impact of double and triple certifications on several coffee farmers’ 
livelihood indictors. In line with other studies (Fort and Ruben, 2009; Valkila, 2009; 
Baumann et al., 2012; Raynolds, 2002; Bacon, 2005; Becchetti and Constantino, 2008; 
Mendez, 2010; Murray et al 2003, Barham et al 2011; and Barham and Weber 2011), our 
empirical results provide positive evidence of an impact of certification involvement on 
income. Income effects are additive: double-certified coffee farmers receive better prices and 
generate higher income than single certified farmers; and triple certified farmers receive better 
prices and higher income than double-certified farmers in the study area.   
 
Finally, we summarize the mechanisms through which cooperatives change could take place. 
Price and productivity seem to be the main channels for raising incomes, whereas trust and 
loyalty are important for creating patronage. Cooperative membership generates more effects 
on price than on productivity. Otherwise, the price premium offered to producers by 
certification schemes could provide incentives and investment opportunities to enhance 
productivity (Ruedaand Lambi, 2013; Beuchelt and Zeller, 2011). However, the relationship 
between price, productivity, and income is not always straightforward. For instance, Mendez 
et al. (2010) find in Central America evidence of a price premium but limited impact on 
incomes and other livelihood factors. In addition to price incentives, capital investments are 
required. 
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Improved credit provision seems to be a key issue for coffee farmers since the various forms 
of upgrading for improving productivity, enhancing product quality, and complying with 
standards require substantial investments (Elizabeth et al., 2006). However, we did not find 
statistically significant differences between the different groups regarding access to credit. 
Furthermore, the surveyed respondents stated that they have not obtained credit from their 
respective cooperatives. This is not surprising, given the fact that coffee cooperatives in the 
study area have limited financial resources and currently are not able to extend credit to their 
members (Rueda and Lambin, 2013). Furthermore, in-depth group discussions with coffee 
farmers revealed that the only institutions providing financial services are government-
supported regional microfinance organizations. Yet, this financial service is very limited and 
usually not available to all coffee farmers who are in need of credit. On the other hand, when 
coffee producers face financial constraints, they normally obtain loans from private coffee 
merchants, who request coffee growers to pay back the loan with coffee during the harvesting 
period. This practice puts farmers at a disadvantage position since they are compelled to sell 
their coffee at prices set by private buyers, which are usually substantially lower than the 
prevailing market price. The lack of effects on savings can also be explained by the fact that 
saving is still an uncommon practice in the study area. The combination of cooperative 
development and (multiple) certification might be an effective pathway for enhancing 
members’ access to technical assistance and to support simultaneously both organizational 
and productive consolidation of the coffee cooperatives in Sidama zone. 
 
6.3.  Scientific Relevance 
 
This research offers four particular contributions to the theoretical debates on cooperative 
organization and collective action. First, our results reveal that cooperative members sell an 
important part of their production to private coffee merchants, which can be partly explained 
by disloyalty (Klein et al., 1997). Disloyalty stands for discontinued patronizing, i.e. 
switching behavior to another buyer. From standard game theory models, we know that 
members will defect when the returns associated with such a strategy exceed the returns from 
the cooperative (Staatz, 1987). Therefore, if another similar buyer offers better financial 
returns than the cooperative; we would expect that members would defect. Theoretically, to 
prevent defection (i.e. member disloyalty) we need to ensure the existence of the right 
incentives (both economic and non-economic) for members in all forms of cooperative 
organizations as a necessary condition for a good performance (Olson, 1965; Staatz, 1983; 
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Sexton, 1986; Fulton, 1990). Thus, the marginal benefits from cooperation for the individual 
must exceed the benefits gained from the alternative— non-cooperation (Zeuli and Bentancor, 
2005). The design of incentives should consider the time preferences of the agents involved. 
In our case, we think that a short time horizon may explain a large part of members' 
disloyalty. Coffee cooperatives should pay attention not only to prices and dividends, but also 
to the mode of payment, in order to be attractive to members. 
 
Second, our results show that in the study area, coffee cooperative members are rather old, 
less educated, and low-yield, as compared to non-members. This might have a negative 
influence on the future sustainability of marketing cooperatives since older farmers are less 
likely to engage in quality improvement and other types of innovation activities that are 
necessary to remain as an important player in the sector (Fischer and Qaim, 2011). The 
dilemma of 'adverse selection' is prominently present: cooperatives might remain with 
members that are relatively poor ('coalition of the poor'). Such adverse selection is also the 
result of asymmetric information prior to entering into cooperative contracts. Campaigns for 
new membership are urgently required to guarantee a more balanced membership 
composition. 
 
Third, free-riding is closely associated with collective action and it has long been recognized 
in the literature as an inherent problem of cooperatives. The free-rider problem emerges 
because of improperly specified property rights i.e., when property rights are untradeable, 
insecure, or unassigned (Cook, 1995). Generally, free rider problems emerge when gains from 
cooperative action can be accessed by individuals that did not fully invest in developing the 
gains (Sykuta and Cook, 2001). Free-riding of benefits/services by a large number of farmers 
poses a serious challenge to the cooperatives, particularly with regards to capitalization (since 
free-riders are not contributing to the capital share), aggravating the problems of lack of 
working capital. In our study area, due to open membership of coffee cooperatives, non-
members can easily free ride on coffee cooperative benefits by selling their produce to 
cooperatives through social networks i.e., relatives and friends who are already members. In 
addition to selling their produce, non-members can even access second payment (dividend) 
from cooperatives through their relatives during non-harvesting periods, when cooperatives 
pay the dividend to their members according to the amount of coffee supplied. Since non-
members receive the dividends long time after sales they consider the dividend as savings and 
thus use the cooperatives as a saving account. Furthermore, non-members might consider 
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outlet diversification as a risk reduction mechanism. 
 
Fourth, product certification is being promoted as a critical device to make small-scale 
farmers in developing countries less vulnerable to volatile ‘free’ world market prices and to 
enhance their market integration, in order to improve their socio-economic situation 
(Baumann, 2012). In line with this, certification is argued to be a recommended strategy to 
provide impoverished farmers access to a market channel that entails higher income prospects 
(Jena et al., 2012). Certification requires a cooperative to satisfy a variety of standards, 
including transparent and democratic management (de Janvry et al., 2012). We found additive 
positive effects of certification schemes, i.e., triple certifications is better than double and 
double better than single certification, at least for the indicators we have applied.  
 
6.4.  Policy implications 
 
Without sufficient membership, cooperatives would not be able to achieve the operational size 
to profit from potential economies of scale and sufficient market power in order to increase 
their bargaining power (Sexton and Iscow, 1988; Schrader, 1989; Bruynis et al., 
2001).Therefore, increasing membership size is important to strengthen the role of coffee 
cooperatives. In our study area, most of coffee farmers did not join the cooperatives because 
they can sell their coffee to these organizations even without being a member, through their 
families or relatives who are members. Secondly, coffee farmers are reluctant to pay the 
cooperative entrance fee, which is about 300 Birr (around US$ 18), not a negligible amount of 
money for most of smallholder coffee farmers in the study area. In order to improve the 
number of coffee farmers joining into coffee cooperatives the government may have to revisit 
the entrance fee requirements. 
 
As indicated earlier, coffee cooperative members deliver a remarkable proportion of their 
production to private coffee merchants for various reasons. One of the many reasons 
mentioned was that cooperatives typically face working capital constraints, which often make 
them unable to pay with cash at the spot during the coffee delivery season. In order to resolve 
the problem, the government could consider promoting the development of microfinance 
programs to give cooperatives and coffee farmers better access to finance and the opportunity 
to invest in non agricultural (e.g. processing) activities and to diversify their activity in rural 
areas. 
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The fact that lower-yielding farmers sell a higher proportion of their coffee to their 
cooperatives may jeopardize cooperative performance in the long-run. To be effective and 
successful, coffee cooperatives must continuously achieve both inter-related goals: (a) 
enhance viability and improve ability to service its members; and (b) remain an economically 
viable, innovative, and competitive enterprise. The government has to support coffee 
cooperatives in balancing both objectives. 
 
Due to the role of cooperatives in knowledge and technological transfer, it is reasonable to 
expect a positive effect of membership on farm productivity. However, we found insignificant 
differences in productivity between coffee cooperative members and non-members in the 
study area. Furthermore, from field observations we also noticed that coffee cooperatives in 
the study area are not pro-active to invest in improved technologies. The fact that membership 
is not associated with productivity-enhancing interventions threatens the long term 
sustainability of cooperatives. Considerable attention should be paid, therefore, to invest in 
productivity-enhancing mechanisms, both at cooperative and producer level. To improve rural 
competitiveness, policy makers should support such investment activities. 
 
We also found problems related to the internal organization, such as accountability, lack of 
transparency, misunderstanding and miscommunication among members and managers, and 
between primary cooperatives and the union. In order to improve performance, these internal 
issues have to be addressed through training and changes in managerial strategies. Another 
important field that requires improvement has to do with market information on coffee prices 
and outlets. Timely information, with enough marketing details, can assist coffee farmers to 
engage in better marketing arrangements.  
 
As indicated by our results, certification in general was understood by executive committee 
members of primary coffee cooperatives and by the staff and board members of the union. 
However, most of the cooperative members interviewed did not have any knowledge about 
certification of their cooperative and on the certification premium. Our findings show the 
existence of general deficiencies in information transfer in this regard. Therefore, there is a 
need for cooperatives and certifying organizations to promote certification more publicity and 
to invest in awareness creation particularly at producer level. 
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6.5.  Further research challenges 
 
Several findings from our study invite to further research. First, our results suggest that the 
usual distinction between coffee cooperative members and non-members is rather blurred in 
the study area. Secondly, there is a high demand for cooperative services at the local level, but 
there is also a high incidence of free-riding (e.g. low willingness to pay for the service). 
Thirdly, this pattern of use of the cooperative services suggests that the contribution of 
marketing cooperatives to rural economic development in the study area goes beyond the 
induced changes in the membership base. This is supported by Bernard et al. (2010) and 
Bernard et al. (2008) who argue that in Ethiopia non-member farmers benefit from 
cooperatives due to different types of spillovers effects. As far as we know, ours is the first 
study reporting such a high level of free-riding among coffee cooperatives in southern 
Ethiopia. Therefore, further detailed research is required to assess the incidence and 
implications of free riding among other coffee cooperatives in other parts of the country. 
 
Unlike in many Latin American countries, coffee certification is a new and recent 
development in Ethiopia. Since there is still a considerable lack of empirical local studies that 
can quantify and substantiate the welfare impact of certifications on smallholder coffee 
producers’ livelihoods in Ethiopia further research is needed to improve the information on 
practical performance, efficiency and effectiveness of certification interventions and related 
activities in coffee producing areas of the country so as to improve the insights into the 
potential role of certifications for improving the livelihoods of rural smallholder coffee 
farmers in Ethiopia. 
 
Generally, our study confirms that trust has a strong relationship with cooperative 
performance. However, there is an urgent need to conduct more detailed further studies to 
better understand the multi-layered relationship between trust and performance, to unravel 
causality, and to identify its implication for strategies towards cooperative strengthening. It 
remains important to understand whether cooperative consolidation starts with stronger and 
more reliable members, or whether more reliable cooperative leadership invites towards more 
cooperative trust. 
 
Finally, relevant government institutions need to become more involved in research, transfer 
of technology, training of skills to improve productivity, and the creation of appropriate 
209395-L-bw-Woubie
 
126 
organizational structures and clearly-defined accountability regimes to make the coffee 
marketing cooperatives more competitive in domestic and international spheres. Further 
insights into the appropriate incentives regimes that may favor cooperative innovation are thus 
required. 
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SUMMARY 
 
Agricultural cooperatives in Ethiopia are increasing across time in terms of number, type, and 
membership size due to the supportive policy environment. In addition, there are also 
encouraging developments in terms of the consolidation of cooperative unions (second-tier 
level of organization), a move necessary to promote service provision, capacity building and 
the overall development of the cooperative sub-sector in the country.  
 
Surprisingly, however, we still know fairly little about the underlying factors affecting 
cooperative performance and their impact on the livelihood of smallholder farmers. The 
empirical evidence about famers’ choices (about, for example, to whom to sell, or whether 
to join or not a co-op), the determinants of cooperative performance or the implications of 
certification schemes on the livelihood of farmers remains incomplete, scattered, 
insufficiently documented and is often contrasting. With the intention to fill this knowledge 
gap this study broadly aims to investigate whether coffee cooperatives do have a role to play 
in improving the livelihood of smallholder farmers, taking coffee cooperatives in Sidama 
Zone (Southern Ethiopia) as a case study.  
 
The scope of this study is to improve the understanding on the role played by cooperative 
organizations in linking smallholder farmers to emerging supply chains and exchange 
networks. To do so, this study addresses four major research questions: (a) What are the main 
factors that determine cooperative membership? (b) What are the determinants of coffee 
farmer’s market outlet choice decision? What are its likely impacts on economic performance 
of member coffee farmers? (c) How does trust and loyalty influence coffee cooperative 
performance? and (d) What is the effect of double and triple certifications on member’s 
livelihood? Under what condition and through which mechanisms do the potential benefits of 
coffee cooperatives emerge?  
 
For the whole study, primary data were collected using a randomly selected sample of 1,400 
coffee farm households (700 members and 700 non-members). In order to complement 
quantitative data with qualitative information, informal discussions were also held with 
various relevant cooperative stakeholders at district, zonal, regional, and federal levels, 
researchers, co-op experts as well as leaders of Sidama union. We also collected secondary 
data from organizations participating in the agricultural and coffee sub-sectors, research 
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institutes, academics and statistical offices, among others. 
 
In this study various statistical and econometric techniques such as Likert scale, ANOVA, 
Principal Component Analysis, Heckman two stage, ordinary least squares, logistic 
regressions, probit regressions, Tobit regressions, and Propensity Score Matching Methods 
were used. Stata version 10 is also used for estimation and data analysis. The results of the 
present study are divided into four chapter: determinants joining in to co-op and impacts of 
co-op membership, market outlet choice decisions, cooperative performance and farmers 
livelihood and effects of multiple certifications on smallholder coffee farmers’ livelihood. 
 
As the cooperative movement in Ethiopia become larger, obtaining empirical evidence and 
more insights about the impacts of membership become more relevant for governments, 
cooperative leaders, policy makers, and development practitioners. While some studies report 
a positive contribution of marketing cooperative to the livelihood of small-scale farmers 
(Holloway et al, 2000; Francesconi and Ruben, 2007; Wollni and Zeller, 2007; Roy and 
Thorat, 2008; Narrod et al., 2009; Fischer and Qaim, 2011; Getnet and Anullo 2012), others 
studies (Bernard et al., 2008; Markelova et al., 2009; Poulton et el., 2011) found no clear 
advantages associated with being a member of an agricultural cooperative. Therefore, we 
further investigated to better understand when and for whom collective action is useful, and 
through which mechanisms do the potential benefits emerge. 
 
We examined in Chapter 2 the determinants of cooperative membership and its effects among 
small-scale coffee growers. We identified the following as important variables determining 
farmers’ participation in coffee marketing cooperatives: age of the household head, land 
size, land squared, household size and educational level of the household head. Using 
propensity score matching method, we also measured the effects of cooperative membership 
on member farmers’ livelihood. Therefore, we compare coffee farm households that are 
coffee cooperative members to similar and comparable households in comparable areas 
without cooperatives. The analysis reveals that while coffee cooperatives obtain higher prices, 
better coffee income and better wealth for their members, they are not mainly associated with 
a significant difference in internal sources of growth such as accessing to credit and savings.  
 
Using household-level quantitative survey data, Chapter 3 of the study investigates the key 
factors that influence market outlet choice decision of small-scale coffee farmers (both 
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members and non members of cooperatives) in Sidama Zone, Southern Ethiopia. Our results 
reveal that - due to time preference and cash constraints - cooperative members deliver a 
remarkable proportion of their production to private buyers, despite the fact that they offer a 
lower price. This is mainly due to the difficulty of coffee cooperatives to pay cash at the spot, 
cheating during weight measuring, and their inability to buy the whole production from 
members due to financial constraints. Outside selling by members poses a serious threat to the 
viability of cooperatives, since services provided to members have to be financed through 
collective sales. On the other hand, non-member coffee farmers also often deliver a proportion 
of their coffee to the primary coffee coops through their families and friends, thus free-riding 
using their social networks. In addition, our results also show that the levels of trust and 
loyalty significantly and positively influence, among other things, the proportion of 
production that is delivered to the co-op (member patronage). Furthermore, we have found 
empirical evidence showing that indeed high performing coffee coops are serving their 
members better than low performing coops. A Tobit regression shows that poorer, older and 
low-performing coffee farmers deliver a higher proportion of their coffee to the cooperative.   
 
In Chapter 4 we analyzed the impact of cooperative membership on farmer's productive and 
economic performance. It is reasonable to expect a positive effect of membership on coffee 
productivity due to their role of cooperatives in knowledge and technological transfer. 
However, we found a statistically insignificant relationship between these two variables. This 
reflects little innovation and lack of effectiveness of the productivity-enhancing interventions 
carried out by member coffee farmers and the coffee cooperatives in this location. The fact 
that membership is not associated with productivity enhancement intervention threatens the 
long term viability and sustainability of cooperative development. From field observation, we 
also have noticed that coffee cooperatives in the study area are not proactive to invest in 
improved technologies. Our study result contradicts the results of a study by Francesconi and 
Ruben (2007) which is conducted in dairy sector in Ethiopia and concludes that dairy 
cooperative member farmers perform better than the otherwise similar non member producers 
in terms of milk productivity. This might be due to differences in fixed investment 
requirements between both sectors. 
 
Chapter 5 empirically investigated the relationship between cooperative performance and 
farmers’ economic decisions. We found high performance variability among coffee 
cooperatives in the study area. The results revealed that members in high performing coffee 
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coops trust their coops more than members in low performing coops although higher trust 
does result in higher levels of patronage. With regards to corruption and technical/managerial 
skills, leaders of high performing coops hold a better image among the members of high 
performing coops, as compared to those of low performing coops. Members of high 
performing coops also have a better perception about cooperative’ communication, loyalty 
and capacity to deliver services. They also report to be more loyal to the cooperative, as 
compared to members of low performing coops. The latter are considerably more likely to 
state that their selling behavior is basically driven by price. Overall, the level of satisfaction 
with the co-op is significantly higher among members of high performing cooperatives.  
 
On the other hand, members that are part of low-performing cooperatives usually consider 
their leadership as rather weak and very corrupt and they also said that in their cooperatives 
there is lack of transparency. For instance, they do not know what their executive committees 
are doing and often they are not properly informed about when the general assembly takes 
place. These attitudes may have significant effects on the way the organization operates, since 
in cooperative organizations, effective members’ relations and communication between 
members and management are essential for their success (Bhuyan, 2007; Wadsworth 2001). 
Using propensity score matching method, the effects of cooperatives at different performance 
levels on members’ livelihoods were estimated. Regardless of the estimation methods used, 
the results consistently suggest that high-performing coffee cooperatives induce significantly 
larger positive impacts on members coffee income, productivity and price as compared to the 
effects of low-performing cooperatives.  We have found empirical evidences showing that 
indeed high performing coffee coops are serving their members better than low performing 
coops.  Overall, we observed positive effects of participation in coffee coops on the economic 
performance of farmers through an increase in the price of coffee and therefore income. The 
main benefit of collective action takes place through the mechanism of price increase, and not 
through productivity gains. From our empirical results we can conclude that being a coffee 
cooperative member is not enough to access sizeable cooperative benefits. It clearly matters as 
well how the cooperative is managed and which perceptions it generates amongst the 
members. Generally, the results show the importance of performance of coffee coops as a 
necessary condition to improve the well-being of farmers in the study area.  
 
In Chapter 6 we assess the impact of double and triple certifications on the performance of 
coffee farmers. The descriptive results suggest that coffee marketing cooperatives have not 
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been able to convey information about certification to their members effectively. In addition, 
cooperatives lack transparency with respect to their internal control systems and the 
distribution of premiums along the supply chain. This implies that coffee farmers are not 
strongly involved in the knowledge exchange that is required to enhance record keeping and 
higher quality standards maintenance, which could lead to lack of accountability, transparency 
and communication between members, primary cooperatives and the union regarding 
certification. Furthermore, the issue of farmers’ limited knowledge of certification raises 
doubts about the ability of certifications to empower significantly marginalized small 
producers (Valkila and Nygren, 2009). 
 
Using propensity score matching technique, we estimated the impact of double and triple 
certifications on several coffee farmers’ livelihood indictors. Income effects are additive. 
According to our results, double-certified coffee farmers receive better price and higher 
income than single certified farmers; and triple certified farmers receive better price and 
higher income than double-certified farmers in the study area.  However, the number of 
certifications did not have an effect on other livelihood-related variables such as savings and 
access to credit.  
 
The thesis relied on  multi-level analysis and an interdisciplinary research framework to 
assess cooperative marketing performance and their impact on the livelihoods of smallholder 
coffee farmers in southern Ethiopia. It shows that - with its all limitations - coffee 
cooperatives offer prospects for helping the rural poor. From our empirical results we can 
conclude, however, that being a coffee cooperative member is not enough to access sizeable 
cooperative benefits. It clearly matters as well how the cooperative is managed and which 
perceptions it generates amongst the members. Therefore, substantial (external) support and 
adequate (internal) surveillance are required to further improve coffee cooperatives' 
performance in Ethiopia. 
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SAMENVATTING  (SUMMARY IN DUTCH) 
 
Landbouwcoöperaties in Ethiopië maken een periode van groei door als gevolg van een 
politiek klimaat dat de coöperatieve sector gunstig gezind is. Zowel in aantal, omvang 
(gemeten naar  ledental) en variëteit in type, expandeert de sector. Bovendien wordt 
vooruitgang geboekt in het consolideren van overkoepelende coöperatieve unies (tweedelijns 
organisaties), wat een noodzakelijke stap vormt in het stimuleren van de dienstverlening, 
capaciteitsopbouw en de algehele ontwikkeling van de coöperatieve sector.  
 
In dit licht is het dan ook opmerkelijk dat kennis over factoren die ten grondslag liggen aan 
het functioneren van coöperaties nog altijd vrij beperkt is, alsook waar het de effecten op de 
bestaanszekerheid van kleine boeren betreft. Empirisch onderzoek naar de keuzes van boeren, 
bijvoorbeeld ten aanzien van deelname in coöperaties of selectie van marktpartijen, alsook 
naar de verklarende factoren voor het functioneren van coöperaties en de implicaties van 
certificeringsprogramma’s voor kleine boeren, is te karakteriseren als onvolledig, versnipperd, 
onvoldoende gedocumenteerd en veelal tegenstrijdig. Met het doel deze lacunes op te vullen, 
onderzoekt deze studie welke rol koffiecoöperaties (kunnen) spelen in het versterken van de 
bestaanszekerheid van de kleine boer, waarbij koffiecoöperaties in de Sidama regio, 
gesitueerd in het zuiden van Ethiopië, als case studie dienen. 
 
De ambitie van de studie is het genereren van beter inzicht in de rol die coöperatieve 
organisaties spelen in het tot stand brengen van connecties tussen kleine boeren enerzijds en 
opkomende agri-business ketens en handelsnetwerken anderzijds. Om deze ambitie handen en 
voeten te geven, richt het proefschrift zich op de beantwoording van de volgende vier centrale 
onderzoeksvragen: (a) wat zijn de belangrijkste drijfveren om lid te worden van een 
coöperatie? (b) wat zijn de beslissende factoren voor koffieboeren om te kiezen voor bepaalde 
afzetkanalen en welke gevolgen impliceren deze keuzes voor het economisch succes van 
georganiseerde boeren? (c)  hoe worden de prestaties van koffiecoöperaties beïnvloed door 
vertrouwen en loyaliteit? en (d) wat is het effect van dubbele, of zelfs drievoudige, 
certificering op de mogelijkheden voor leden om in hun levensonderhoud te voorzien en 
onder welke voorwaarden en via welke mechanismen komen de potentiële voordelen van 
koffiecoöperaties tot stand?  
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Voor de gehele studie zijn primaire data verzameld onder een aselect getrokken steekproef 
van 1400 koffieproducerende huishoudens (700 leden en 700 niet-leden). Ter aanvulling van 
de kwantitatieve gegevens met kwalitatieve informatie, zijn informele gesprekken gevoerd 
met verschillende sleutelinformanten. Het betreft belanghebbenden in de coöperatieve sector 
op districts-, provinciaal, regionaal en federaal niveau, onderzoekers, experts op het gebied 
van coöperaties en leiders van de coöperatieve unie in Sidama. Tevens is secundair materiaal 
verkregen bij, onder andere, organisaties die onderdeel uitmaken van de subsectoren 
landbouw en koffie, onderzoeksinstituten, academici en statistische bureaus.     
 
In de studie worden de volgende statistische en econometrische technieken toegepast: Likert-
schalen, ANOVA, principale componentanalyse, Heckman’s two-stage procedure, OLS 
regressie, logistische regressie, Probit regressie, Tobit regressie en propensity score matching. 
STATA versie 10 is gebruikt voor de schattingen en data-analyse. De resultaten van dit 
proefschrift worden gepresenteerd in vier afzonderlijke hoofdstukken die respectievelijk 
ingaan op: a) determinanten van lidmaatschap en effecten hiervan, b) beslissingen ten aanzien 
van marktkanalen, c) mate van succes van coöperaties in relatie tot het versterken van de 
economische positie van boeren en d) de effecten van meervoudige certificatie op de 
bestaanszekerheid van kleine koffieboeren.  
 
Gezien de groei van de coöperatieve beweging, wordt het steeds relevanter voor overheden, 
leiders van coöperaties, beleidsmakers en ontwikkelingsdeskundigen om kennis te nemen van 
empirische gegevens over, en inzicht te verwerven in, de effecten van lidmaatschap. Terwijl 
sommige studies een positieve bijdrage van marketing coöperaties aan de bestaanszekerheid 
van kleine boeren laten zien (Holloway et al, 2000; Francesconi en Ruben, 2007; Wollni en 
Zeller, 2007; Roy en Thorat, 2008; Narrod et al., 2009; Fischer en Qaim, 2011; Getnet en 
Anullo 2012), vinden andere studies geen duidelijke voordelen van deelname in een 
landbouwcoöperatie (Bernard et al., 2008; Markelova et al., 2009; Poulton et el., 2011). Het is 
dan ook van belang om nader te onderzoeken onder welke condities, en voor wie, optreden als 
collectief nuttig is and via welke mechanismen deze potentiële voordelen zich manifesteren.  
 
Hoofdstuk 2 identificeert de factoren die ten grondslag liggen aan de keuze voor 
lidmaatschap en bestudeert de effecten van deelname voor kleine koffieboeren. De volgende 
variabelen blijken belangrijk in de overweging van koffieboeren om lid te worden van een 
marketing coöperatie: leeftijd, landbezit (non-lineaire relatie), gezinsgrootte en 
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onderwijsniveau. Met behulp van propensity score matching zijn ook de effecten van 
lidmaatschap op relevante economische indicatoren gemeten. Hiertoe vergelijken we 
koffieproducerende huishoudens die lid zijn van een coöperatie met vergelijkbare 
huishoudens in gebieden waar geen coöperaties actief zijn. De analyse laat zien dat 
aangesloten boeren weliswaar hogere prijzen ontvangen en een hoger inkomen uit koffie 
genereren, maar tegelijkertijd vinden we geen verband met interne bronnen van economische 
groei, zoals verbeterde toegang tot krediet en besparingen.        
 
Op basis van survey data op huishoudniveau onderzoekt Hoofdstuk 3 van het proefschrift de 
belangrijkste factoren die de keuze van kleine koffieboeren (zowel leden als niet-leden) tussen 
verschillende marktkanalen verklaren. Onze resultaten laten zien dat, als gevolg van 
tijdsvoorkeur en liquiditeitsrestricties, coöperatieleden een opvallend groot aandeel van hun 
productie aan private opkopers slijten, ondanks het feit dat zij een lagere prijs bieden. Dit 
houdt hoofdzakelijk verband met het feit dat coöperaties vaak niet in staat zijn om direct in 
cash uit te betalen, er sprake is van onregelmatigheden bij het proces van wegen van de koffie, 
en de coöperaties niet de financiële middelen hebben om de gehele productie van leden op te 
kopen. De verkoop buiten de coöperatie om stelt de duurzaamheid van coöperaties serieus op 
de proef, omdat de diensten die geleverd worden aan de leden gefinancierd dienen te worden 
uit de collectieve verkoop. Anderzijds verkopen niet-leden vaak een deel van hun koffieoogst 
aan de (primaire) coöperaties via familie en vrienden en liften dus gratis mee middels 
gebruikmaking van hun sociale netwerk. Daarnaast geven onze resultaten aan dat, naast 
andere factoren, de mate van vertrouwen en van loyaliteit het aandeel dat leden via de 
coöperatie verhandelen significant doen toenemen. Ook voeren we empirisch bewijs aan voor 
de idee dat goed functionerende coöperaties in mindere mate ondermijnd worden door 
individuele verkoop aan private handelaren. Uit een Tobit regressie blijkt tenslotte dat relatief 
arme, oudere en minder succesvolle koffieboeren een groter deel van hun koffie via de 
coöperatie afzetten.            
  
In Hoofdstuk 4 analyseren we de impact van deelname in een coöperatie op de productiviteit 
en economisch succes van boeren. Het is plausibel om een positief effect te verwachten van 
lidmaatschap op productiviteit in koffie, gezien de rol die coöperaties spelen in de overdracht 
van kennis en technologie. Echter, we vinden geen systematisch statistisch verband tussen 
deze twee variabelen, waaruit een geringe mate van innovatie blijkt, alsook een gebrek aan 
effectiviteit van de productiviteitsverhogende initiatieven die door koffiecoöperaties in 
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Sidama zijn ontplooid. De bevinding dat lidmaatschap niet gepaard gaat met 
productiviteitsverhoging vormt een bedreiging voor de vitaliteit en continuïteit van de 
coöperatieve sector op de lange termijn. Uit observaties in het veld blijkt tevens dat 
koffiecoöperaties weinig pro-actief zijn wat betreft investeringen in verbeterde technologieën. 
Onze studie wijkt hiermee af van de studie van Francesconi en Ruben (2007) in de melksector 
in Ethiopië, die juist concludeert dat coöperatieleden een hoger productiviteitsniveau halen 
dan vergelijkbare, niet-geassocieerde producenten. Het verschil in de benodigde investering in 
vast  kapitaal tussen beide sectoren vormt mogelijk een verklaring voor deze tegengestelde 
resultaten.  
 
Hoofdstuk 5 onderzoekt de empirische relatie tussen  het functioneren van de coöperatie en 
de economische beslissingen van boeren. Allereerst constateren we een grote mate van 
variatie in de economische prestaties van coöperaties in het onderzochte gebied. Vervolgens 
laten we zien dat leden van sterk presterende coöperaties meer vertrouwen hebben in hun 
coöperatie dan leden van zwak presterende coöperaties. Ook hebben ze een positiever beeld 
van hun leiders op aspecten van corruptie en technische/bestuurlijke kwaliteit en geven ze een 
hogere waardering aan de communicatie, loyaliteit en dienstverlenende capaciteit van hun 
coöperatie. Ten slotte geven ze aan loyaler te zijn naar de coöperatie toe, zoals geflecteerd in 
een minder sterke neiging om zich bij verkoop puur te laten leiden door de geboden prijs. 
Over het geheel genomen geven leden van relatief sterk presterende coöperaties dan ook een 
significant hogere waardering aan de coöperatie.       
 
Anderzijds beschouwen de leden van relatief slecht presterende coöperaties het leiderschap 
veelal als zwak en zeer corrupt en geven tevens te kennen dat er sprake is van een gebrek aan 
transparantie. Zo weten ze bijvoorbeeld niet wat de uitvoerende comités daadwerkelijk doen 
en worden ze niet adequaat geïnformeerd over algemene vergaderingen. Dit heeft 
ongetwijfeld zijn weerslag op het economisch functioneren van coöperatieve organisaties, 
aangezien effectieve communicatie en een goede relatie tussen leden en bestuur essentieel zijn 
voor succes (Bhuyan, 2007; Wadsworth 2001). Met behulp van propensity score matching 
worden de effecten geschat van coöperaties met verschillende prestatieniveaus op de 
bestaanszekerheid van hun leden. Ongeacht welke schattingsmethode wordt toegepast, 
suggereren de resultaten dat goed presterende koffiecoöperaties een significant grotere impact 
hebben op het inkomen (uit koffie), productiviteit en afzetprijs van hun leden in vergelijking 
tot slecht presterende coöperaties. Dit levert dus empirisch bewijs voor de idee dat 
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economisch succesvolle coöperaties hun leden beter bedienen. Als we de balans opmaken, 
zien we positieve effecten van participatie in koffiecoöperaties op de economische prestaties 
van boeren middels hogere afzetprijzen en dientengevolge hogere inkomens. De baten van 
collectieve actie komen dus primair tot stand via prijspremies in plaats van via 
productiviteitsverbeteringen. Op basis van onze empirische resultaten kunnen we tevens 
concluderen dat het niet volstaat om lid te zijn van een coöperatie als het gaat om het 
verkrijgen van substantiële baten. Het is zonder twijfel van belang hoe de coöperatie bestuurd 
wordt en welke percepties er heersen onder de leden. In algemene zin kunnen we dan ook 
stellen dat een sterke coöperatie een noodzakelijke voorwaarde is voor welzijnsverbetering 
onder boeren in het studiegebied.            
 
In Hoofdstuk 6 evalueren we de impact van dubbele en drievoudige certificering op het 
succes van koffieboeren. De beschrijvende resultaten indiceren dat marketing coöperaties niet 
in staat zijn om informatie over certificering op effectieve wijze aan hun leden over te 
brengen.   Bovendien ontbreekt het de coöperaties aan transparantie wat betreft hun interne 
controlesysteem en de verdeling van prijspremies over de verschillende schakels in de keten. 
Dit impliceert dat koffieboeren niet sterk betrokken worden bij de kennisuitwisseling die 
vereist is om hogere registratie- en kwaliteitsstandaarden na te kunnen leven. Dit leidt 
mogelijkerwijs tot een gebrek aan verantwoording, transparantie en communicatie tussen 
leden, primaire coöperaties en de unie van coöperaties als het gaat om certificering. Tevens 
roept de geringe kennis van boeren omtrent certificering twijfel op met betrekking tot de 
vraag of certificering gemarginaliseerde kleine boeren daadwerkelijk meer armslag geeft 
(Valkila en Nygren, 2009). 
 
De impact van dubbele en drievoudige certificering op een set van economische indicatoren is 
geschat met behulp van propensity score matching. Inkomenseffecten blijken additief. 
Volgens onze bevindingen ontvangen boeren die met dubbele certificering werken een betere 
prijs en een hoger inkomen dan boeren met enkele certificering. Op hun beurt ontvangen 
boeren met drievoudige certificering weer een hogere prijs en meer inkomen dan boeren met 
dubbele certificering. Echter, er is geen positief effect waar te nemen van meervoudige 
certificering op andere indicatoren, zoals besparingen of toegang tot krediet.  
 
Dit proefschrift, wat zich bedient van multi-level analyse en een interdisciplinair analytisch 
raamwerk, brengt de prestaties van marketing coöperaties in kaart alsook de impact hiervan 
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op de bestaanszekerheid van kleine koffieboeren in het zuiden van Ethiopië. Het laat zien dat, 
ondanks al hun beperkingen, koffiecoöperaties uitzicht bieden op een beter leven voor rurale 
huishoudens die kampen met armoede. Tegelijkertijd moeten we op basis van de verkregen 
empirische resultaten concluderen dat lidmaatschap van een coöperatie geen voldoende 
voorwaarde voor wezenlijke vooruitgang is, gezien het belang van het functioneren van de 
coöperatie en dat van de percepties op dit punt van de aangesloten boeren. Derhalve zijn 
substantiële (externe) steun en adequate (interne) bewaking vereist om het functioneren van 
koffiecoöperaties in Ethiopië verder te versterken.          
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